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Summary of Report 



Chapter I Introduction 

1. The existing system of superannuation for university teachers (F.S.S.U.) is 
based on policies of assurance so that benefits reflect the actual amounts 
received by way of salary throughout an individual’s entire career. The result 
in recent years, when falling money values have led to a cost of living entirely 
out of scale with the salaries on which older teachers were contributing between 
the wars, has been to produce inadequate pensions. The Hale Co mmi ttee 
recommended that, to meet this situation, the universities should either adopt 
a superannuation scheme relating pension to retiring salary, on the lines of 
schemes in operation in the public services (‘terminal salary’ schemes), or 
improve existing arrangements for supplementing F.S.S.U. pensions. In 
April, 1960 a formal Scheme for Supplementation of Superannuation Benefits 
was substituted with the approval of the Government for earlier ex gratia 
arrangements for alleviation of hardship. (Paragraphs 4-8.) 

2. Since 1960 a number of other developments, notably publication of the 
Report of the Robbins Committee on Higher Education, have foreshadowed a 
substantial expansion of the university teaching profession and focussed attention 
upon the importance of providing for the greatest possible measure of staff 
mobility. (Paragraphs 9-16.) 

3. Only about two-thirds of the members of F.S.S.U. are university teachers. 
Apart from administrative and other non-teaching staff within the universities, 
the system covers the staffs of numerous specialist bodies whose work demands 
easy interchange with the academic staffs of universities, and the interests of 
these bodies must be recognised in considering possible changes in university 
superannuation. Because of its special income tax privileges, the scope for 
detailed changes within the present framework of F.S.S.U. is likely to be limited. 
(Paragraphs 17-21.) 

4. The features of superannuation provision which university teachers value 
highly are a generous level of ‘life cover’ during service, easy transferability of 
superannuation rights upon change of employment, the guarantee of a fixed 
rate of contribution when conditions are tending to increase the cost of 
superannuation and the wide freedom, provided by F.S.S.U., to take pension 
benefits in the form of a lump sum which may then be used to the maximum 
advantage. The last mentioned feature could not, because of Inland Revenue 
rules, be reproduced in any new scheme substituted for F.S.S.U.; but the 
taxation of contributions and benefits under F.S.S.U. and under other possible 
arrangements differ fundamentally, and we consider that the relative advantages 
of the different methods deserve detailed scrutiny. (Paragraphs 22-25.) 

Chapter II General considerations 

5. An alternative to the F.S.S.U. system of insurance policies is to provide 
superannuation benefits through funded schemes based on ‘group’ finance. 
Members obtain the maximum possible tax relief on their contributions if the 
fund for this purpose is established in two parts providing, broadly speaking, 
the pension and lump sum benefits, and members’ contributions are paid only 
into the former. Over-all investment income relief is unlikely to be greatly 
affected by this arrangement. (Paragraphs 26-36.) 
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6. The tax relief on members’ contributions to an approved superannuation 
fund is rather more favourable than the life assurance relief allowed on 
members’ contributions under F.S.S.U. In the matter of taxation of retirement 
benefits, the balance of advantage between F.S.S.U. and a terminal salary 
scheme ’depends upon the extent to which, in each individual case, F.S.S.U. 
benefits may need to be supplemented. Where F.S.S.U. benefits attract a 
substantial element of supplementation, net income will be significantly less 
than under a terminal salary scheme, but where F.S.S.U. pension alone, sub- 
stantially exceeds the supplementation level, the special income tax privileges 
of F.S.S.U. will produce a much larger net income. (Paragraphs 37-48.) 

7. With progressive extension of compulsory State provision for retirement 
pensions under the National Insurance scheme, modification of whatever 
occupational pension arrangements apply to university teachers may, quite 
apart from considerations of general principle, be made unavoidable by the 
costs of dual membership. (Paragraphs 49-52.) 

8. Economic conditions in recent years have made it necessary for superannuation 
schemes to take account, in various ways, of the fact that in order to avoid 
hardship pensions may have to be increased after award; we recommend that 
this practice should continue. (Paragraphs 53-58.) 

9. Fully effective arrangements for preservation of superannuation rights on 
transfer of employment must make available the full value of an employee’s 
rights in his first employment, and must secure some form of growth of those 
rights during subsequent employment. These objectives are met by actual 
transfer of cash from one scheme to another. But that degree of inter- 
changeability is subject to Inland Revenue limits and is not always possible 
between schemes of dissimilar types, so it is desirable to provide also for pension 
rights to be ‘frozen’ and a deferred pension paid at normal retiring age. 
(Paragraphs 59-65.) 

10. F.S.S.U. makes provision for preservation of pension rights by transferring 
policies or converting them to a paid-up basis. In the case of with profits 
policies the continued addition of bonuses will provide some growth during 
subsequent employment. There is no provision for preserving prospective 
rights to any supplementation that might have been necessary upon retirement 
from university service except in the case of transfer to other employments 
within the supplementation scheme. (Paragraphs 66-68.) 

11. Overseas employment of U.K. university teachers presents slightly different 
problems of preservation. Inland Revenue rules do not permit cash transfers 
to overseas superannuation schemes, though F.S.S.U. policies can be trans- 
ferred to overseas universities. Where, as in many cases, overseas service takes 
place during temporary secondment, satisfactory preservation could be achieved 
through continued membership of a U.K. scheme. Much of the difficulty 
associated with longer periods of service overseas would be avoided by a scheme 
including provisions for aggregation of all periods of a teacher’s service, 
irrespective of the lengths of any breaks, and for ‘approved employment’ 
conditions such as those which apply to civil servants. Even then, certain 
difficulties might remain in connection with rights to death benefit. (Paragraphs 
69-73.) 

Chapters III and IV Present university superannuation arrangements 

12. F.S.S.U. offers a wide variety of choice between different types of insurance 
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policies, allowing contributions to be applied at the member’s choice, throughout 
his career, in the way best suited to personal circumstances. Apart from retire- 
ment benefit (payable in the form of a tax-free lump sum) and a generous level 
of benefit payable upon death in service, there are arrangements for disposal of 
policies in the event of ill-health retirement, premature resignation or transfer. 
There are several ways in which part of the retirement benefit can be used to 
provide for a widow in the event of a member’s death after retirement. (Para- 
graphs 74-84.) 

13. Developments since the Hale Committee reported, apart from actual 
enhancement of the scales of benefit provided, have resulted in certain improve- 
ments in the conditions of membership and in retrospective improvement of 
the terms of certain existing policies. (Paragraphs 85-91.) 

14. Substantial supplementation allowances are payable, averaging about £370 
per annum in addition to their F.S.S.U. benefits, to about 80 per cent of university 
teachers retiring at the present time. The factors giving rise to the need for 
supplementation are too complex for us to be able to say whether its present 
incidence will continue indefinitely. But while this level is maintained the 
retirement incomes, net of tax, of many university teacher pensioners are likely 
to be less, for the reasons given in paragraph 46, than could be obtained under a 
terminal salary scheme. We are not prepared to recommend any change which 
would increase the cost of supplementation, and it is unlikely that improvements 
could be made without increasing the cost. (Paragraphs 92-102.) 

Chapter V The terminal salary scheme alternative 

15. The alternative to retention of F.S.S.U. is adoption of a preferably funded 
terminal salary scheme under which pension benefits would be directly related to 
the teacher’s salary at retirement, thus giving full weight to economic conditions 
at that point of time. We have constructed a scheme on these lines, taking into 
account the special needs of university teachers, which we consider would be 
suitable if this alternative is favoured by those to whom we are reporting. In 
broad outline such a scheme would have to conform to the pattern set by Inland 
Revenue rules limiting the amount of pension at normal retirement age to two- 
thirds of terminal salary of which not more than one quarter may be paid in 
lump sum form; conventional schemes of this kind provide, after a full career, 
an annual pension equal to half the terminal salary and a lump sum payment 
equal to 3 years’ pension. (Paragraphs 103-111.) 

16. Death benefit may consist simply of a single cash sum which becomes 
payable, irrespective of the member’s family circumstances, if he dies while in 
pensionable service. A more flexible arrangement, and one which takes greater 
account of individual need, is to pay a smaller lump sum benefit supported, in 
the case of married members, by continuing pensions to their widows and 
dependent children. Under a scheme for university teachers (like any other 
scheme involving public money) widows’ and orphans’ pensions would have to 
be provided wholly at the expense of married members; the great advantage of 
providing widows’ and orphans’ pensions independently of the main superannua- 
tion scheme is that the benefits are payable whether death occurs during service 
or, as is more common, after retirement. But, notwithstanding the attractions of 
separately financed family pension arrangements, we understand that university 
teachers would prefer to have, as an integral feature in their superannuation 
scheme, provision for payment of a substantial 4 in service’ lump sum death benefit, 
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perhaps of as much as 4 years’ salary, leaving members to make their own 
arrangements for family cover after retirement, possibly by surrendering part of 
their own pensions. (Paragraphs 112-118.) 

17. For premature retirement owing to ill-health it is usual for terminal salary 
schemes to provide pension and lump sum benefits proportionate, according to 
length of service, to those ordinarily payable upon retirement. (Paragraph 1 19.) 

18. To secure preservation of rights on transfer of employment, a terminal 
salary scheme should provide for payment of ‘transfer values’ to other approved 
superannuation funds, payment of deferred pensions at normal retiring age to 
members with ‘frozen’ rights representing, perhaps, 10 years’ service and for 
aggregation of periods of broken service. (Paragraphs 120-121.) 

19. Any newly established superannuation scheme for university teachers should 
be capable of adaptation to meet future changes in the National Insurance 
system and should, preferably, be contracted out of the National Insurance 
graduated pension scheme in its present form. (Paragraphs 122-123.) 

20. Future developments in the matter of post-retirement pensions increases 
are bound to be affected by the Government’s current review of National 
Insurance pensions, but we support the principle underlying the recent practice 
of applying the Pensions (Increase) Acts by analogy, and consider that university 
teachers should have the benefit of any future arrangements for the same purpose. 
(Paragraphs 124-127.) 

21. The likelihood that levels of salary and prices will change considerably during 
the course of a single career means that the cost of providing pensions based on 
terminal salary cannot be estimated with certainty at the outset. It is important 
therefore that there should be periodical actuarial valuations of the fund of a 
terminal salary scheme, to ensure that the contributions are sufficient to match 
the benefits. We have examined the relevant provisions of schemes of this type 
applying to public servants, and find that it is not customary to require additional 
contributions from employees to meet actuarial deficiencies disclosed in this 
way. (Paragraphs 128-130.) 

22. We have received advice indicating that the long-term cost of a typical 
terminal salary scheme applied to university teachers would, on certain 
assumptions, be likely to be less than that represented by the present combined 
contributions to F.S.S.U. Adoption of such a scheme would not, however, 
result in any saving in the short-term. It would be necessary to deal with an 
initial deficiency, possibly of as much as £20 million (on the basis of the rates of 
contributions outlined below in paragraph 23), arising from the abnormally 
high average age of members at the outset of the scheme and from the excess 
cost, by comparison with the usable value of existing F.S.S.U. policies, of 
providing benefits in respect of past service. (Paragraphs 131-136.) 

23. On a fairly optimistic assessment of future experience, the initial deficiency 
could be liquidated in about 20 years under a scheme with combined basic 
contributions of 13 per cent of members’ salaries plus a supplementary contri- 
bution of a further 2 per cent; on a less favourable assumption, the process 
might take something over 40 years. On this basis, members’ contributions 
could be set at 5 per cent of salary, with additional contributions of 2 per cent 
to meet the cost of widows’ and orphans’ pensions; alternatively, but without 
the need for the additional family benefit contribution, members’ basic contri- 
butions would need to be set at 6 per cent of salary in order to provide an ‘in 
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service’ lump sum death benefit equal to 4 years’ salary (i.e. twice the amount 
otherwise envisaged). Employers’ contributions would consist of 8 per cent of 
members’ salaries plus the supplementary 2 per cent already mentioned. 
(Paragraphs 137-138.) 

24. If the universities should adopt a terminal salary superannuation scheme, 
there would be advantage in arranging for it to be administered centrally by the 
Central Council of the F.S.S.U.. (Paragraph 139.) 

Chapter VI Summing up 

25. Reduced to its essentials, the difference between the present university 
superannuation arrangements and a terminal salary scheme is that the former 
provides, for a fixed rate of contributions, benefits of which the amount can 
only be speculative and may bear widely varying ratios to members’ retiring 
salaries, with a minimum provided where necessary by supplementation at the 
expense of the employer; while the latter offers guaranteed rates of benefit, 
closely related to the individual’s retiring salary, in return for contributions 
which must necessarily be fixed on a provisional basis, allowing for possibly 
unfavourable future experience to be met by the employers and not charged 
upon the members’ contribution. Any attempt to forecast the comparative 
future performance of the two systems can be made only on the basis of bold 
assumptions concerning salaries, policy terms and bonuses, all of which are 
matters involving a high degree of uncertainty. We give projections which 
demonstrate the possibility that F.S.S.U. benefits might outstrip those that a 
terminal salary scheme could provide; they depend, however, upon the assump- 
tion that future economic experience will differ greatly from that of the recent 
past, and we feel unable to make a clear recommendation in favour of either 
system. (Paragraphs 140-149.) 
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Chapter I Introduction 

(i) The Background to our Appointment 

1. We were appointed in September, 1964, by the bodies enumerated on page iii 
with the following terms of reference: 

To review the superannuation arrangements for university teachers in the 
light of developments since the Hale Report; and to make recommendations 
to those concerned for any changes that appear desirable.* 

2. These terms of reference indicate the origin and status of our Working 
Party; we were set up by agreement between the bodies who nominated the 
members and it is by these bodies (including, of course, the Government) that 
our report will have to be considered. 

3. Some reference to previous history is needed in order to appreciate the 
background to our work and the occasion for the review of superannuation 
arrangements which we were asked to undertake. The Hale Report mentioned 
in our terms of reference, i.e. the Report of a Committee on the Superannuation 
of University Teachers (Chairman, Sir Edward Hale, K.B.E., C.B.)f is not only 
the most important landmark in the recent history of university superannuation; 
it also contains an account of all the significant events up to the time it was 
published early in 1960. A brief summary of the salient facts may conveniently 
be included here. 

The history of university superannuation 

4. A superannuation system for university teachers was set up in 1913. It was 
known as the Federated Superannuation System for Universities and will be 
referred to in future in this report as F.S.S.U. It provides for the payment by 
university teachers and their employers of superannuation contributions at the 
rate of 5 per cent and 10 per cent of salary respectively. These contributions 
are normally devoted to the payment of premiums for life assurances or deferred 
annuities of approved type on policies taken out with insurance companies on 
an approved panel. 

5. We shall examine, in Chapter III of our report, the characteristics of F.S.S.U.. 
At this point is is sufficient to mention that between the wars this system, suppor- 
ted by contributions of a fixed percentage of members’ salaries throughout service, 
provided university teachers with appropriate means of securing for themselves 
adequate superannuation benefits, and, in particular, the aggregate rate of 
contributions was sufficient to provide relatively substantial benefits on retire- 
ment. The insurance policy conditions allow wide flexibility in the way in which 
benefits can be made available and matched to a teacher’s need, so that, for 
instance, good cover can be provided for his dependants ; furthermore, the value 
of the policies in some form or other can always be made available to a teacher 
on leaving university employment. 



* The nature of the existing arrangements for university teachers’ superannuation has called 
for a liberal interpretation of these terms of reference. As indicated by the details in paragraph 
19 of this report, F.S.S.U. includes, on equal terms with teachers, numerous other university 
staff of comparable status, and it would not have been realistic to contempiate the possibility 
of alternative arrangements having a more limited scope. 
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6. Because of the fall in the value of money after the second world war, and 
increases in the salaries of university teachers, some university teachers, when 
they came to retire, found that their retirement benefits did not reach the 
expected proportion of their current salary and they were faced with a severe 
reduction in their standard of living. To meet this situation, universities 
introduced in 1953 a Scheme for the Alleviation of Superannuation Hardship. 
This provided for the payment of supplements to pension by university institu- 
tions to retiring staff whose F.S.S.U. pensions fell below a certain level. The 
level was set according to the grade of the university teacher at retirement and 
the length of his service. It did not, however, take account of the substantial 
variations of remuneration within these grades, and did not give uniform credit 
for each year of service. Moreover, the supplements were payable only 
ex gratia and not as of right. For these reasons there continued to be dis- 
satisfaction among university teachers about their superannuation arrangements. 

The Hale Committee’s recommendations 

7. It was in this situation that the Hale Committee was appointed. Their 
Report suggested that universities might replace F.S.S.U. with a superannuation 
scheme on the lines of those applicable, for example, to the public services. 
The significant characteristics of those schemes for our present purpose is that 
benefits are based on the salary the employee receives immediately before his 
retirement, and for this reason the Hale Committee described them as ‘terminal 
salary schemes’. Such schemes normally base benefits on the average salary 
for the last 3 years of service; and for a full career of 40 years’ service they 
provide an annual allowance and lump sum together equivalent to a pension 
of two-thirds of this average. Thus the benefits are reasonably related to 
career achievement and to economic conditions current at the point of retire- 
ment. As an alternative to the adoption of a terminal salary scheme, or to meet 
the needs of staff retiring during the substantial period that would have to 
elapse before one could be brought into operation, the Hale Committee 
suggested improvements in the Scheme for Alleviation of Superannuation 
Hardship. They suggested that the supplements to pension should be payable 
to university teachers as of right, and that the minimum level at which they 
operated should be related strictly to years of service and terminal salary. 
This arrangement was accepted by the Government and the universities with 
effect from April, 1960, and became known as the ‘Scheme for Supplementation 
of Superannuation Benefits’; its cost is in effect borne by the Exchequer. This 
Scheme, which we reproduce in full in Appendix Y, provides for payment, 
where the best single annuity available to a retiring F.S.S.U. member amounts 
to less than l/75th of his final salary for each year of university service, of a 
supplementation allowance equal to the difference. 

8. Subsequent events are described in the report of the University Grants 
Committee for 1957-62.* ‘The choice before the universities,’ they said, ‘thus 
became one between a terminal salary scheme and F.S.S.U. supported by an 
improved supplementary scheme . . . The Committee of Vice-Chancellors 
and Principals called a conference of university representatives which, after a 
general discussion of the report, set up a Steering Committee under the chair- 
manship of Sir Francis Hill. This Steering Committee completed its task of 

* University Development, 1957-62 Cmnd. 2267, hmso 15s. Od. 
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considering the views of the universities in July, 1961, and reported to the 
Committee of Vice-Chancellors and Principals that, although some universities 
favoured a change to a terminal salary scheme, a substantial majority were in 
favour of ret ainin g F.S.S.U. plus supplementation, both for present members 
of university staffs and for future entrants. . . . The members of the Steering 
Committee who had felt reservations about the general decision recommended 
the universities to keep the position under constant review and to give the matter 
serious reconsideration after a lapse of not more than five years.’ 

(ii) The Robbins Committee’s Recommendations and other 
Developments since the Hale Report 

9. In the meantime a number of events occurred which seemed to make it 
desirable to review the superannuation of university teachers a little earlier. 
Chief among these was the publication in October, 1963, of the Robbins Report 
on Higher Education.* This report affected profoundly the whole future of 
higher education, but it contained recommendations on three matters which we 
had to regard as among the most important of the ‘developments since the Hale 
Report 5 mentioned in our terms of reference. 

Expansion of university education 

10. In the first place the Report recommended a massive expansion of university 
education. In the White Paper of November, 1963,f the Government accepted 
the objectives recommended by the Committee of 197,000 university students 
by 1967-68 and 218,000 by 1973-74. Assuming continuation of the current 
student/staff ratios, the Robbins Committee estimated that university teaching 
staffs, numbering 16,750 in 1962-63, would have to be increased to 28,600 in 
1973-74 and would rise to some 45,000 in 1980-81. Clearly there is every 
advantage in considering possible changes in superannuation arrangements 
before growth on anything like this scale has occurred. 

Hie promotion of major establishments of further education 

11. Secondly, the Robbins Committee recommended that Colleges of Advanced 
Technology and some of the Scottish Central Institutions should be granted 
university status, and soon after we began to meet it was announced that they 
would be financed through the University Grants Committee (hereafter referred 
to in this report as ‘the U.G.C.’) from 1st April, 1965. During the previous 
year the National Incomes Commission, in its report on the remuneration of 
academic staff in universities and Colleges of Advanced Technology, had 
recommended that there should be a uniform system of superannuation benefits 
applicable to all institutions which had or were to be granted university status. 

12. Although the entry of the Colleges of Advanced Technology into the 
university sector was a factor with which we had to reckon throughout our 
deliberations, the need to make an appropriate alteration in their superannuation 
arrangements was, at the outset of our work, a problem which we were specially 
requested to consider. At our first meeting we recommended to the authorities 
of the Colleges, the F.S.S.U. Central Council and to the two education depart- 

* Higher Education: Cmnd. 2154: hmso 15s. Od. 
f Grand 2165: hmso 8d. 
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ments that the Colleges should be admitted to F.S.S.U. from 1st April, 1965, 
with options for existing staffs to remain in teachers’ superannuation. These 
recommendations, which were amplified at subsequent meetings, developed 
into a set of transitional arrangements set out in full in Appendix II. Our 
recommendations were carried out by the parties concerned— mainly the 
Colleges themselves, the Department of Education and Science, the Scottish 
Education Department and the F.S.S.U. authorities— and we have been assured 
that the results were generally satisfactory. 

The colleges of education, polytechnics and further education establishments 

13. The Robbins Committee also recommended that administrative responsibility 
for colleges of education (formerly teachers’ training colleges) should be 
transferred from the local education authorities and voluntary bodies to the 
universities. Subsequently the Government decided not to accept this recom- 
mendation, and the polytechnics which are being set up under the White Paper 
of 1966* will also be independent of the university sector. No further major 
transfers of staff from the public sector to the universities need, therefore, be 
contemplated, and in scale at any rate the superannuation problems of the 
Colleges of Advanced Technology are not likely to be repeated. 

14. It is, however, the policy of the Government to encourage close links 
between the universities and the rest of higher education. It is expected and 
indeed hoped that the already considerable flow of staff from the colleges to 
the universities and vice versa will increase. This adds importance and 
immediacy to the problem of transfer of employment as affecting superannuation 
rights. 

The importance of staff mobility 

15. The third set of recommendations in the Robbins Committee’s Report 
which impinged on our work were those relating generally to mobility of staff. 
Paragraph 404 of their Report contained a recommendation in favour of free 
movement between higher education, government research establishments and 
industry. The superannuation implications are stated in paragraph 548 of the 
Report in the following terms : 

548. In Chapter X we have stressed the desirability of freer movement of 
staff between higher education, government and other research establish- 
ments and industry. Arrangements for superannuation payments should 
be such as to facilitate this movement. Differences in superannuation 
schemes between the different sectors of higher education and between 
them and government service at present stand in the way of free interchange 
of staff. We hope that these schemes will be considered by those concerned 
in order that movement may be more easily made. 

16. We have given close attention to the obstacles to mobility of staff that 
superannuation can present if it does not offer full preservation of rights on 
change of employment. During the period of our review the effect of super- 
annuation upon mobility of staff in all areas of employment has been a subject 
of active consideration by the Government, and on 24th March, 1966, the 
Ministry of Labour published a report entitled ‘Preservation of Pension Rights’,! 
prepared by a committee of the Ministry’s National Joint Advisory Council, 

* Cmnd. 3006: hmso Is. 6d. 
f hmso 5s, Od. 
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in which the matter is examined in detail in relation to occupational pension 
schemes generally. Our own observations on the problem as it affects our 
particular field of review are set out in paragraphs 59-73. 

(iii) The Present Superannuation Arrangements 
for University Teachers 

17. To reach a correct appraisement of the present system of university super- 
annuation it is necessary to refer to all the sources from which pension can be 
paid to university teachers, which comprise F.S.S.U., supplementation and 
National Insurance. National Insurance cannot be neglected because both 
flat-rate and graduated National Insurance pensions are payable to university 
teachers in addition to the other benefits, without the adjustments in the latter 
which, as explained in paragraph 51, are applied in public service superannuation 
schemes. 

18. The basic arrangements in F.S.S.U. are described in paragraphs 4-6 of 
the Hale Report, which we reproduce in full in Appendix III. Features of the 
system, which has been improved in certain respects since the Hale Report, are 
discussed in more detail in Chapter III. 

University teachers as a section of F.S.S.U. membership 

19. Our terms of reference required us to review the superannuation arrange- 
ments for university teachers, but university teachers do not constitute the whole 
membership of the F.S.S.U.. The 276 Institutions participating in F.S.S.U. at 
31st December, 1966 comprised 154 University Institutions, 7 Government 
Departments, 29 Agricultural Institutions, 45 Research Associations and 41 
other Institutions. The growth in membership since the Hale Report was 
published is shown below: 



Membership of F.S.S.U. 





University 

Instns. 


Govt. 

Depts. 


Agric. 

Instns. 


Research 

Assns. 


Other 

Instns. 


Total 


31st December, 1960 


17,733 


796 


1,115 


1,692 


1,501 


22,837 


31st December, 1961 


18,875 


832 


1,164 


1,750 


1,524 


24,145 


31st December, 1962 


19,992 


833 


1,217 


1,801 


1,522 


25,365 


31st December, 1963 


21,674 


836 


1,252 


1,814 


1,540 


27,116 


31st December, 1964 


24,037 


867 


1,279 


1,810 


1,555 


29,548 


31st December, 1965 


27,826* 


890 


1,263 


1,829 


1,570 


33,378 


31st December, 1966 


30,923* 


966 


1,284 


1,822 


1,595 


36,590 



This table shows that some 5,700 members, or nearly 17 per cent of the total, 
are not employed in university institutions. Of the majority within these 
institutions, by no means all are university teachers in the strict sense, but they 



* including certain teachers in the former Colleges of Advanced Technology which were 
admitted to F.S.S.U. on 1st April, 1965. 
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are employed in fields specifically mentioned in the extract from the Robbins 
Committee’s Report which we reproduce in paragraph 15. Returns submitted 
to the U.G.C. for the academic year 1966-67 show the number of teachers in 
universities in Great Britain as no more than about 24,000. Thus, although it 
is necessary to mention that some 3,400 research workers account for a 
substantial part of the remainder, university teachers comprise only about 
two-thirds of the membership of F.S.S.U., and our review has, of necessity, 
had to cover a superannuation system one-third of whose members are not 
among the employees mentioned in our terms of reference. 

20. This situation is explained by the conditions for eligibility of individuals 
for membership of F.S.S.U.. Apart from teachers, the system covers library 
staff and administrative staff and other officers of comparable status (including 
the research workers already mentioned) within universities, as well as staff of 
equivalent levels in non-university bodies admitted to it. This arrangement 
ensures the easy transferability of pension rights of staff at these levels, regarded 
as vital by non-university bodies whose scientific work has a close affinity with 
the work of academic staff in universities. We were able to ascertain, through 
the Treasury, the opinions of the Medical Research Council, the Agricultural 
Research Council, the Ministry of Agriculture, Fisheries and Food (on behalf 
of the National Institute of Agricultural Botany) and the Department of 
Agriculture and Fisheries for Scotland (on behalf of the Scottish Agricultural 
Research Institutions and Agricultural Colleges); all these bodies emphasised 
the importance of free transferability and would favour following the univer- 
sities’ lead in any decision whether or not to retain F.S.S.U. for the future. 
In view of our terms of reference we have refrained from comment on the position 
of staff not eligible for F.S.S.U.. 



Limitations of possible improvements to F.S.S.U. 

21. Pages 18-25 of the Hale Report are largely devoted to an explanation of 
the differences in tax treatment between F.S.S.U. and a terminal salary scheme, 
and the relative financial advantage attaching to the former. Our own assess- 
ment of these factors is given in paragraphs 31-48 below, but we wish here to 
draw attention to the point made in paragraph 40 of the Hale Report, i.e. that 
the Board of Inland Revenue would not today approve a new superannuation 
scheme if, as can happen under F.S.S.U., the benefits payable on retirement at 
the normal retirement age were equivalent to more than two-thirds of terminal 
salary, or if more than one quarter of those benefits were payable as a lump sum. 
F.S.S.U. retains its present income tax privileges as a matter of reserved right, 
but it is open to the Inland Revenue to regard any material amendment of the 
scheme as a ground for re-testing it as a whole. 

(iv) Attitudes of University Teachers 

22. It would not of course have been practicable to canvass university teachers 
to declare in a general way their attitude to F.S.S.U. or alternative super- 
annuation arrangements, but it was evident that any assessment we might be 
able to make of their views and of their preferences for particular features of 
superannuation provision would have a significant bearing on our work. 

23. Some of our members had been concerned in the negotiations we have 
described in paragraph 8, and arguments brought forward at that time gave us 
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some indication of teachers’ reactions to the Hale Committee’s proposals. Also 
our university members were able, from their experience, to suggest which 
features of F.S.S.U. were most valued and, accordingly, what factors might be 
most likely to influence any future choice. 

24. We have set down in the following summary the main considerations brought 
out in this way, although the arguments we reproduce do not necessarily 
coincide with our own views. 

Life cover 

(1) The principal objection to the terminal salary scheme proposed by the Hale 
Committee concerned provision for the dependants of members dying in 
service. The proposed lump sum death benefit equal to one year’s salary, 
reduced by one-third to meet the cost of pensions for widows and children, 
was generally felt to be inadequate. Middle-aged staff, in particular, seemed 
to be content to sacrifice some part of their prospective pensions in return 
for adequate provision for dependants. Even on behalf of younger teachers 
and future entrants it was urged that the unsatisfactory cover provided in 
the early stages would seriously detract from the advantages which a 
ter minal salary scheme might offer in relation to the prospect of a period of 
progressively rising salaries. 

Variety of choices 

(2) The freedom available under F.S.S.U. to draw pension benefits in any form 
(or combination of forms) chosen by members at the time of retirement was 
generally favoured and, in conjunction with the proposed supplementation, 
commended itself particularly to older staff. F.S.S.U., as we have seen, is 
unusual in being able to offer the whole of its benefits in lump sum form and 
this facility, which carries with it the taxation advantages which we describe 
in paragraphs 41-48, seems to be the feature of their present superannuation 
arrangements which teachers most value. They are able, at the point of 
retirement, to apply the entire sum to secure the type of pension provision 
best suited to individual need, as described in paragraphs 77-81. 

(3) This attitude clearly influenced the view taken of the suggested provision 
for lump sum benefit in the terminal salary scheme outlined by the Hale 
Committee. A new terminal salary scheme would have to conform to the 
current Inland Revenue requirement that not more than one-quarter of the 
total value of pension benefits may be paid in lump sum form; there was 
little enthusiasm for the proposal that this proportion should be further 
reduced to meet half the cost of provision for family benefits. It seems 
evident that, to be acceptable to university teachers, a terminal salary scheme 
would have to avoid this feature; our own investigations suggest that there 
might be less objection to a scheme under which family benefits would be 
financed by supplementary contributions, payable compulsorily during 
pensionable service but returnable to the individual teacher, upon retirement, 
for any period since the scheme ceased to be at risk in respect of his family, 
or in the case of a bachelor, returnable in full. 

(4) It was recognised that the tax advantages of lump sum payment of the 
basic F.S.S.U. benefit could be eroded to whatever extent that benefit might 
have to be increased by supplementation. But there was doubt whether this 
factor would ever become significant unless the pace of inflation increased 
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steeply. Furthermore, the tendency to continue in service from 65 to 67 
was critical; service between these ages produced a greater increase in basic 
F.S.S.U. pension than could be obtained through the suggested terminal 
salary scheme, and it was suggested that those continuing to 67 would be 
unlikely to need supplementation at all. 

Actuarial deficiencies 

(5) There was criticism of the absence from the Hale Committee’s proposals of 
any safeguard for teachers against deficiencies in the fund of a terminal 
salary scheme. The Committee had costed their scheme on the assumption 
of a 2 per cent rate of economic growth, and it was argued that it would 
inevitably run into deficit sooner or later. The possible under-estimate of 
future rates of economic growth would be offset by the fact that the 
Committee had worked on the modest assumption of a 3£ per cent interest 
rate, but it was thought that university teachers would be well advised to 
secure a guarantee against any raising of their contributions, similar to that 
given to school teachers by the Teachers (Superannuation) Act 1956. 

Transferability 

(6) The importance of this aspect was stressed. It was argued that under a 
terminal salary scheme there could ordinarily be no benefit from the 
employer’s contribution until retirement or death; increased interchange 
between universities and industry was to be expected, and, although 
inflation might reduce the real advantage, the importance of providing 
migrant staff with a guaranteed entitlement to the full value of rights 
already purchased emphasised that F.S.S.U. was particularly favourable in 
this respect. 

(7) In particular, there was concern to avoid hampering interchange with 
overseas universities in the way described in paragraph 85 of the Hale 
Report, although since this arose from the use of discretionary powers by 
the Department of Inland Revenue and could be solved by Government 
action it was not necessarily a decisive factor. 

Income tax 

25. Among these various factors, one in particular, namely the relative values 
of the tax allowances on F.S.S.U. premiums and on contributions to a funded 
terminal salary scheme and on the benefits respectively payable, seemed to us to 
deserve detailed examination. We feel that university teachers should under- 
stand the working of the quite different methods of taxation involved, and not 
be tempted to make comparisons on the basis of gross receipts or payments; 
for this reason we shall examine these factors in some detail in Chapter II of 
this report. Even so, we would point out that too much weight should not be 
given to minor advantages in this matter, as rates of taxation change over the 
years, quite apart from the possibility of more radical changes in taxation policy. 
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Chapter II General Considerations 

(i) Basic Differences between Terminal Salary 
and Insurance Policy Schemes 

26. The primary object of many superannuation arrangements, including that 
embodied in F.S.S.U., is to provide retirement annuities for individuals on the 
basis of funds set aside for that purpose, often in the form of insurance policies, 
jointly by themselves and their employers during working life. The value of 
the benefits provided for any individual depends directly upon the amount 
of contributions applied to policies on his life, and is assessed simply on the 
basis of group experience of mortality. An employee covered by an arrange- 
ment of this kind receives the full benefit of those funds but can neither gain 
nor lose more from the participation of other individuals than might result 
from their general effect upon expenses and upon the experience of mortality 
of the group. 

27. An alternative in many other fields is to base superannuation provision on 
a more extensive use of group finance and on the pooling of all resources of a 
scheme for the benefit of all members. The cost of wide ranges of benefits, at 
agreed levels in relation to salary and service, is assessed on the basis of group 
experience of career patterns and other contingencies, such as breakdown and 
death; to pay for these benefits a common fund, so regulated as to be capable 
of meeting the estimated cost, is established. This fund is supported by 
employees’ contributions of a specified percentage of their individual salaries and 
by over-all contributions from the employer, usually computed as a percentage 
of the total salary bill. Under such a plan a particular member may receive 
benefits which will be either more or less in value than the accumulated amount 
of the contributions paid by him and by Ms employer; but benefits will always 
equal or exceed the value of Ms own contributions, and the variation arises 
from the utilisation of the employer’s moneys, not as a contribution earmarked 
throughout to specific employees, but as a fund to support the pension plan at 
the levels and on the lines thought to be most generally effective. 

28. It will be clear from paragraph 76 of our report that while F.S.S.U. is a 
scheme to effect a series of insurance policies for each employee, the individual 
member is able to make Ms own choice among several different types of policy; 
he can, for example, provide through endowment assurances a capital sum 
wMch will probably secure adequate cover for a widow or other dependant. 
In essence, however, F.S.S.U. remains a scheme for the provision of benefits on 
an individual as distinct from a group basis. 

29. The differences between these alternative systems of pension finance are 
fully discussed, with reference to F.S.S.U., in paragraphs 33-35 of the Hale 
Committee’s Report, and we reproduce these paragraphs in full in Appendix III. 
Recommendations as to supplementation made by the Hale Committee have, 
however, resulted in development of the arrangements as a whole along the 
lines indicated in paragraph 27. The grant of a guaranteed right to supple- 
mentation has removed the danger that a university teacher may receive seriously 
inadequate retirement pension because the value of Ms personal insurance 
policies is insufficient. But tMs levelling up of some pensions has not been 
accompanied by any corresponding scaling down of others, and a few 
university teachers may still receive pension benefits considerably exceeding the 
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equivalent of two-thirds of retiring salary which, for the reason we have given 
in paragraph 21, is the highest level normally available from superannuation 
schemes established at the present time. It is impossible to say to what extent 
any future extensions of the National Insurance system might, through the 
factors discussed below in paragraphs 49-52, intensify the divergence between 
F.S.S.U. and the group system of superannuation. 

30. It may thus be argued that the financial resources available — from employee 
and employer — for pension purposes might be more effectively used than is 
possible under F.S.S.U.. Although under a terminal salary scheme members 
would necessarily be deprived of the element of choice by the fixing of the 
range of benefits which is essential to group arrangements, such a scheme would 
avoid the danger that a member might leave himself or Ms dependants 
unprovided for through irresponsibility or inadvertance, which, although 
reduced in practice by more thorough explanatory material such as we mention 
in paragraph 85, is theoretically inherent in the F.S.S.U. plan of giving members 
a choice as to the form of benefits. 

(ii) Income Tax 

31. We have already referred to the importance of income tax in superannuation 
calculations . The purpose of this section of our report is to explain the differences 
in tax treatment between a terminal salary scheme and the present university 
superannuation arrangements; in so doing we shall be re-stating and bringing 
up to date much of the material in paragraphs 38-57 of the Hale Committee’s 
Report. It is necessary to deal with the matter in some detail. 

Taxation of funded income 

32. The basic question to be considered is the amount of tax levied on the 
income of the funds of a superannuation scheme, since those funds must 
ultimately determine the level of benefits wMch the scheme can support. The 
income of a fund approved under section 379 of the Income Tax Act 1952 is 
exempt from tax, but a fund wMch provides both pension and lump sum benefits 
can be only partially approved ; approval is limited to the part providing pensions 
witMn limits permitted by Inland Revenue. Investment income from the 
unapproved part is not exempt from tax, and employees are only entitled to 
relief on the portion of their ordinary contributions attributable to the approved 
benefits. 

33. This general restriction in employees’ tax relief does not occur if two funds 
are set up with separate investments, one of which is capable of approval under 
section 379, the other under section 388 of the Income Tax Act 1952. In 
general the section 379 fund provides the pensions, including any payable to 
members’ widows and orphans, within the limit set by the Inland Revenue of 
£3,000 at normal pensionable age, and receives the whole or the greater part of 
the members’ contributions. The section 388 fund provides the excess of any 
pension over this limit, and the lump sum and any other benefits not approvable 
for the purposes of the section 379 fund; and it receives the part of the members’ 
contributions not allocated to the section 379 fund. The employers’ contribu- 
tions are allocated to the two funds in accordance with actuarial advice. The 
member is entitled to tax relief on the full amount of Ms ordinary annual 
contributions paid into the section 379 fund. 

34. The income of the lump sum fund, which in a typical case may be of the 
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order of 25 per cent of the combined income oi the two funds, is liable to tax 
the standard rate The overall investment income relief obtained under this 
arrangement^ 7 s likely to differ greatly from that obtained by a partially 
approved fund, though the comparison would obviously be affected by any 
difference in the levels of income yielded by the investments of the two funds. 

35 It is necessary to mention also the matter oi capital gains tax, introduced by 
the Finance Act 1965. With separate funds any gam made by the pension fund 
is exempt, while any gain made by the lump sum fund is liable to tins tax ; a single 
partially approved fund is exempt in respect of the same percentage of any 
capital gain, as applies to its income. 

36. Contributions under F.S.S.U. are, of course, paid to insurance companies, 
which are liable to tax in accordance with special provisions oi the Income Tax 

Acts. 



Taxation on contributions 

37. Suitable arrangements for approval of funds under section 379 and section 
388 will avoid any charging of tax on account of any employers’ contributions, 
and subject to what is said in paragraph 39, will permit the employee to deduct 
his ordinary annual contributions paid into the section 3 1 9 fund from income 
before tax is assessed. At income levels such as those of university teachers 
this almost invariably means that tax is saved at the standard rate, but since the 
contribution is deducted from income it naturally attracts no earned income 

relief. 

38. Employers’ contributions under F.S.S.U. are similarly exempt from tax, 
but employees’ contributions are accorded only the normal life assurance relief, 
usually at the standard rate on two-fifths of the contribution. This is consider- 
ably less beneficial, and if university teachers were required under a terminal 
salary scheme, as under F.S.S.U., to contribute 5 per cent of salary, their net 
outlay would show a saving of 0- 75 per cent of salary. An example will make 

this clear: 



Terminal salary scheme 

Salary =£2,000 per annum. Teacher’s contribution at assumed rate of 5 
per cent= £100 per annum. Except in very exceptional circumstances, the 
teacher will be paying tax at the standard rate (currently 8 s. 3d. in the £) 
on the balance of his income: 

Earned income relief =2/9ths. 

Tax relief = — x — x £100 = £32 Is. 8 d. 

Therefore net charge borne = £67 18s. 4d. or 3*40 per cent. 

F.S.S.U. 

Salary = £2,000 per annum. Teacher’s contribution (5 per cent) = £100 
per annum: 

Tax relief is granted on 2/5ths. of £100 = £40. 

Amount of relief = — 7 ™ x £40 = £16 10s. Od. 

Therefore net charge borne by teacher = £83 10s. Od. or 4- 18 per cent. 

16 



Printed image digitised by the University of Southampton Library Digitisation Unit 



39. We shall examine in Chapter V of our report the result of combining a 
terminal salary scheme providing substantially lower cover against death in 
service than F.S.S.U. with a supplementary scheme for widows’ and orphans’ 
pensions, to which members would pay separate additional contributions. We 
understand that compulsory contributions for this purpose paid to an approved 
superannuation fund would be eligible for relief under section 225 of the Income 
Tax Act 1952. That provision, as distinct from allowing contributions to be 
deducted from income before assessment to tax, gives a specific relief of tax on 



the following basis: 


Amount of total income 
(1) 


Rate of relief granted on contributions 
(2) 


Not exceeding £1,000 per annum. 

Exceeding £1,000 but not exceeding £2,000 
per annum. 

Exceeding £2,000 per annum. 


One half of the standard rate of income tax. 
Three quarters of the standard rate of 
income tax. 

The full standard rate of income tax. 



At the income levels at which most university teachers are likely to be affected, 
this again means that tax is saved at the standard rate. If family cover of this 
kind called for additional contributions of 2 per cent, the result, at current rates 
of tax, would be to produce a net charge of 1 • 18 per cent of salary. 

40. For a terminal salary scheme with basic contributions of 5 per cent or 
6 per cent of salary and separate provisions as above for widows and children, 
the combined net employee’s contributions would compare as follows with 
those payable under F.S.S.U. : 





Personal 

Superannuation 


Terminal Salary 
Family Cover 


Total 


1 


2 

0/ 


3 


4 

0/ 


Terminal salary scheme (6 per cent) 


/o 

4’08 


/o 


/o 

4-08 


Terminal salary scheme (5 per cent) 


3-40 


1T8 


4-58 


F.S.S.U. (5 per cent) 


4-18 


* — — 


4-18 



(The rates of contribution mentioned in column 1 are those which would be payable by teachers 
under the alternatives in paragraphs 6 and 10(1) of the outline terminal salary scheme in 
Appendix I to this report. The figures in columns 2, 3 and 4 do not take account of personal 
circumstances which can affect the tax reliefs given on contributions to F.S.S.U. and on 
additional contributions for family benefits under a terminal salary scheme.) 



Taxation of retirement benefits 

41 . The Hale Committee devoted considerable space in their Report to explaining 
the difference in tax treatment and in relative financial advantage between 
F.S.S.U. and a terminal salary scheme as regards pensions once they have 
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entered into payment. It is necessary here to traverse the same ground and to 
"bring their statements up to date by taking into account supplementation and 
the new rates of tax. 

42 The conditions governing taxation of F.S.S.U. benefits are especially 
favourable. The proceeds of F.S.S.U. policies, whether these were originally 
endowments or deferred annuities, can be used to purchase an i mm ediate 
annuity The major part of such an annuity, representing repayment of capital, 
will, as a result of the Finance Act 1956, be free of tax; the remainder, 
representing interest on capital, will be taxable as unearned income. Terminal 
salary benefits on the other hand must be drawn, as to not less than 75 per cent 
of their value, in the form of an annuity taxable as earned income. The 
remaining 25 per cent may be taken in lump sum form, and for the purpose of 
comparison can be regarded as subject to the same tax conditions as F.S.S.U. 
benefits. 

43. Tax treatment of earned and unearned income differs in that the former 
qualifies for the earned income allowance, i.e. deduction of two-ninths (at the 
present time) before calculation of tax. But further mitigation of the tax 
payable by many F.S.S.U. pensioners can result from one of the ‘age reliefs’ 
granted by the Income Tax Acts, namely that unearned income attracts the same 
relief as earned income where a taxpayer or his wife is 65 or over and total 
taxable income is not more than £900 per annum. 

44. When an F.S.S.U. pensioner receives a supplementation allowance his 
income will qualify only in part for F.S.S.U. tax privileges. Allowances paid 
under the supplementation scheme are, like those paid under terminal salary 
superannuation schemes, taxable as earned income. Retirement income of an 
F.S.S.U. pensioner who uses the proceeds of his policies to buy an immediate 
annuity as described in paragraph 42 may thus be made up, for tax purposes, 
of three elements : 

(a) repayment of capital, exempt from tax, 

(b) interest, which, according to the circumstances mentioned in paragraph 43, 

may be taxed either as earned or as unearned income, 

(c) supplementation, taxed as earned income. 

45. Since variations in any one of these items can affect the other two, and the 
overall effect of tax reliefs will vary according to the level of gross income, these 
differentials in tax treatment can interact to produce an almost infinite variety 
of results. As an illustration of possible combinations of their effects, the 
representative of the Association of University Teachers on our Working Party 
furnished us with a detailed comparative analysis of typical net incomes, after 
tax, of F.S.S.U. pensioners and pensioners under a terminal salary scheme on 
the lines we have outlined in Appendix I; both sets of figures included as taxable 
income the £338* National Insurance retirement pension payable annually to 
a married man and his wife. From this we were able to compare, over a 
comprehensive range of retiring salaries and amounts of pensionable service, 
the incomes produced by basic F.S.S.U. pensions requiring various degrees of 
supplementation with those of terminal salary pensioners under similar 
conditions. 



* This figure relates to November, 1965. The corresponding rate of National Insurance 
retirement pension being paid from 31st October, 1967, is £379 12s. Od. 

18 



Printed image digitised by the University of Southampton Library Digitisation Unit 



46. A selection of figures from this analysis is given, with an explanation of the 
data from which they are derived, in Appendix IV. If pensions were abated on 
account of any part of the National Insurance retirement pension, these 
comparisons would be affected in favour of F.S.S.U. to an extent which would 
depend upon the extent of the abatement. For the present discussion, the 
following facts are significant: 

(a) When the value of F.S.S.U. policies is just sufficient to avoid the need for 
supplementation the final income will be broadly equivalent, over the whole 
range, to that of a terminal salary scheme pensioner; it will never be more 
than one per cent greater, usually slightly lower. The only exceptions will be 
cases in which, owing to combinations of short service and low retiring 
salary, retirement income is very small, and National Insurance pension 
provides a relatively greater proportion of total income; here F.S.S.U. will 
produce considerably less income than a corresponding terminal salary 
pension, unless the value of F.S.S.U. policies exceeds the supplementable 
level by some 10 per cent. 

(b) When supplementation is needed, the effect of capital return (paragraph 42) 
is diminished, and F.S.S.U. becomes progressively less favourable as supple- 
mentation is increased. For example, where supplementation makes up 
30 per cent of the total pension, net income after tax will be about 7 per cent 
lower for the highest service/salary combination; lower down the income 
scale, this disparity becomes slightly less, but only at the lowest points where, 
in effect, age reliefs eliminate differences in taxation will supplemented 
F.S.S.U. produce the same income as a terminal salary pension. 

(c) As might be expected from what we have said when the level for supple- 
mentation is exceeded the effects of F.S.S.U. taxation privileges will become 
significant. By comparison with the effects just mentioned upon pension 
including 30 per cent supplementation, a basic F.S.S.U. pension which 
exceeds the level to the same extent will always produce a net income of the 
order of 20 per cent more than the corresponding terminal salary pension. 

47. It will be seen that with F.S.S.U. the significance of tax is in proportion to- 
the capital element in a pensioner’s income, so that the comparative value of 
F.S.S.U. will depend upon the necessity or otherwise for supplementation. 
If we take as an example a teacher retiring at 65 with a salary of £3,250, the 
figures we have given in Appendix IV show that his net income after tax would, 
if the F.S.S.U. policies produced an annuity just sufficient to avoid any need for 
supplementation, be £1,205 after 20 years’ service, £1,592 after 30 years or 
£1,980 after 40 years, compared with £1,200, £1,594 and £1,987 respectively, 
under a terminal salary scheme. But, if the F.S.S.U. annuities amounted to 
only 70 per cent of the supplementable level, the corresponding net incomes 
would be only £1,135, £1,477 or £1,830; if on the other hand the F.S.S.U. 
policies produced annuities 30 per cent above the supplementable level, these 
figures would become £1,442, £1,941 or £2,424. 

48. Two further points must be made. First the effect of taking a joint life 
annuity is to reduce pension which, with F.S.S.U., means reducing the untaxed 
capital element; but, against this, the pension continues in full until the death 
of the survivor. Second, a reduction in the standard rate of tax will give greater 
tax relief to the terminal salary pensioner since more of his income is taxed at 
that rate; an increase in the rate of tax will have the opposite effect. 

19 



( 96995 ) 



E2 



Printed image digitised by the University of Southampton Library Digitisation Unit 



(iii) Implications of the National Insurance System 

49 In the foregoing paragraphs we have discussed occupational superannuation 
arrangements for university teachers in isolation. In practice, under present 
day conditions no occupational superannuation scheme provides the sole source 
of benefit of this kind for its members, and we have indeed thought it necessary 
to take account of fiat-rate National Insurance pension in comparing the taxed 
incomes of F.S.S.U. and terminal salary scheme pensioners, as explained in 
paragraph 45. All employed persons are in general covered by the universal 
provisions of the National Insurance scheme and are lequiicd, with their 
employers, to contribute at specified levels towards the cost of, among other 
benefits, the retirement pensions to which they will eventually become entitled 
under the National Insurance Acts. 

50 Considered in relation to special pension arrangements for particular 
occupations. National Insurance therefore produces two effects. If the 
occupational pension scheme has been designed to provide benefits at an adequate 
level, the addition of National Insurance benefits will be surplus to a reasonable 
provision for pensioners’ incomes. In the second place, since the cost of 
occupational pension benefits— which has to be met by employers’ and 
employees’ contributions— is likely to have been a limiting factor in settling the 
details of an occupational pension scheme, the addition of National Insurance 
contributions may result in an excessive aggregate contribution burden. Since 
the National Insurance scheme applies to all employees by statute, this dual 
excess can be mitigated only by adjusting the contributions and benefits payable 
under occupational schemes. 

51. Formal arrangements for this purpose have, in fact, been incorporated in 
occupational schemes within the public sector since National Insurance became 
compulsory for all employments in 1948. These arrangements have not been 
varied with successive increases in the National Insurance retirement pension, 
and the degree of abatement is still that determined by the 1948 level of 26s. Od. 
per week; that is to say £1 14s. per annum for each year of service after the 

• arrangements were introduced, leading to a maximum abatement of £68 when 
40 years of such service have been done. Outside the public sector practice 
varies, but, because of the scale of many private sector pensions even when 
added to the National Insurance retirement pension, adjustment on these lines 
may not always be possible or desirable. The amount of the National Insurance 
retirement pension will normally, in any case, be less significant in relation to the 
retirement incomes of salaried and professional workers than in relation to 
those of lower paid workers, assuming the latter also have occupational pensions 
similarly related to their retiring salaries. 

52. University teachers and their employers should be fully aware of the points 
we have mentioned. The universities, like any other employer, are likely to have 
to consider sooner or later the total cost of provision for old age; and the 
combined burden of State and occupational contributions might well become a 
matter of concern to individual members of their staffs. The National Insurance 
scheme is currently under review and the Government’s stated policy is to replace 
the present, largely flat-rate, pension by a system of earnings related benefits. 
We have seen already that two-thirds of retiring salary is commonly accepted 
nowadays as a suitable level of pension after a full career; even at relatively 
high income levels, the addition of National Insurance retirement pension at 
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current rates will produce a noticeably higher proportion, and a National 
Insurance pension itself related to earnings might afford much greater scope for 
•duplication of contributions and benefits. Although there seems no reason to 
•expect that future National Insurance legislation will compel private employers 
to abate occupational pensions, there remains the possibility that substantial 
•extension of National Insurance might lead to reconsideration of the role of 
•occupational pensions. 

(iv) Increases in Pensions after Retirement 

53. The frequent increases in salary rates which have accompanied economic 
conditions since the second world war have inevitably directed the attention of 
serving employees to the possible inadequacy, in relation to their salaries at the 
point of retirement, of the pensions they may eventually receive. The Hale 
Committee’s use of the term ‘terminal salary scheme’ to describe superannuation 
systems of the kind that apply to most public servants indicates the importance 
attached to this feature ; and the supplementation scheme which they proposed 
for university teachers was based on the principle that pensions should not fall 
below an acceptable minimum, expressed as a proportion of retiring salary. 

54. Both arrangements ensure that at the point of retirement the relationship 
between pension and retiring salary is a reasonable one. But when a pensioner 
has been retired for a few years he tends to find that, owing to salary increases, 
his pension compares less and less favourably with that of more recent retirants 
from equivalent positions. This naturally gives rise to discontent and, in so far 
.as the increases are due to falling value of money, to hardship. 

55. In the public sector, successive governments have attempted to meet this 
‘situation by a series of Pensions (Increase) Acts beginning in 1944. The avowed 
•objective of these measures was not to give public service pensioners more 
favourable treatment than others by insulating them from the effect of changes 
in the value of money, still less to bring their pensions up to the level of those 
■currently retiring, but simply to avoid hardship. For this reason, the earlier 
Acts confined increases to pensioners whose incomes were below a specified 
level. In later Acts the Government took a wider view of what constituted 
hardship, and provided somewhat more generous increases without restriction 
.as to income. It has not, however, proved possible to make any systematic or 
guaranteed arrangements ; ad hoc measures have been introduced into Parliament 
when appropriate in the light of Government policy and economic conditions. 
In the Second Reading debate on the Pensions (Increase) Bill 1965, however, 
the Chief Secretary to the Treasury told the Commons that the Government 
recognised that there was widespread dissatisfaction with the existing method 
■of increasing pensions ad hoc from time to time, and that they proposed to 
•consider other methods in the light of their current review of the National 
Insurance system. 

56. Outside the public sector a small but growing number of schemes have 
recently included provisions which allow managing bodies to increase pensions 
.after retirement. Newly established funds, if launched with a contribution rate 
assessed on assumptions of fixed levels of salary and an average rate of interest 
expected to be earned over the long future, should produce valuation surpluses 
in the early years if interest rates are high. The emergence of surpluses will 
depend also on other factors including the method of treatment of past service 
at the commencement of the scheme. Systems for awarding increases in pensions 
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above the basic awards represent an obvious way of disposing of any resulting 
surplus. Although they do not guarantee that the increases provided will bear 
any particular relationship to increases in the cost of living, or in wages or 
salaries, arrangements of this kind have the advantage of providing pensioners, 
with a measure of compensation for changes in the value of money. 

57. Increases in pension granted as a result ol a disclosed surplus may be 
awarded on the assumption that they will not be subsequently reduced, but it 
could be argued that there should be some arrangement, independent of the 
possibility of surpluses in their pension funds, which will ensure that hardship 
among elderly pensioners is avoided. On the other hand, it is possible to take 
the view, following the principles implicit in the Government policy which we 
have described in paragraph 55, that provision for regular and pre-determined 
post-retirement increases in pensions has no place in the basic superannuation 
arrangements for a particular employment or profession; once the employee 
has been provided with pension benefits suitably related to his career history up 
to the point of retirement, any special need arising from changes in circumstances 
thereafter must be a matter for separate arrangements. This latter line of 
reasoning is, in fact, inevitable in a plan of superannuation such as F.S.S.U., in 
which the future value of a pensioner’s income is determined by the way in 
which he chooses to apply the sums made available to him at retirement. Never- 
theless, the universities have, from time to time, been authorised by the U.G.C. 
to use income from the block grants already available to them to increase the 
pensions of retired university teachers in accordance with the provisions of the 
Pensions (Increase) Acts, by analogy with the increases given to public service 
pensioners who were employed on F.S.S.U. terms and we recommend that this 
should be established practice, whatever pension scheme is eventually adopted. 

58. Where formal arrangements for increasing private sector pensions have been 
made they co mm only provide for compounded annual increases of 2 \ per cent, 
or of the proportionate rise in the Ministry of Labour cost of living index, 
whichever is the less. The Inland Revenue informed us that in this kind of 
arrangement they would insist upon enforcement of both these limitations in 
connection with a terminal salary scheme capable of providing benefits at the 
maximum approvable level of two-thirds of terminal salary. This would not 
however prevent increases in step with whatever future provision might be made 
by the Government for increasing public service pensions. 

(v) Preservation of Pension Rights on Transfer of Employment 

59. Suitable arrangements to preserve university teachers’ pension rights when 
they transfer to other employment and to enable newly recruited teachers to 
retain such rights as may have been acquired in previous employment are 
essential to the objective of staff mobility to which we refer in paragraph 15. 
The requirement is for superannuation conditions which will offer the minimum 
of hinderance to moves; a positive stimulus to change of employment is not the 
aim. 

60. We have, therefore, attempted to explain in general terms the features 
essential to arrangements for this purpose and to identify likely sources of 
difficulty. Such arrangements can be said to be fully effective only when pension 
expectation in respect of service in a previous employment is maintained in a 
way that can secure the same pension as would an equivalent period served in 
the new employment. Transfer of employment which involves cancellation of 
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pension rights may be associated with refund of contributions ; pension expecta- 
tion may then, it is true, be preserved to some extent by the employee himself by 
suitable application of the sums refunded, e.g. to the purchase of an annuity. 
But this can hardly be considered satisfactory as a method of preserving pension 
rights; the relevant moneys are divorced from any specific superannuation 
arrangement, and consequently cannot produce any guaranteed rate of future 
pension (or other benefit) ; equally they cannot participate in any formal pension 
arrangement which might offset the effects of inflation. Furthermore, only the 
amount contributed by the employee himself will usually be repayable; and even 
then the sum available for disposal in this way will almost invariably be 
substantially reduced by a contingent tax liability. 

61. The first of two main ways in which pension expectation may be preserved 
is through the acquisition of ‘cold storage’ rights, in any one of a variety of 
forms. A transferring employee is enabled, subject to certain qualifying 
conditions, to take with him the right to receive, from the scheme he is leaving, 
a deferred pension at the retirement age embodied in that scheme. He thus 
loses none of the rights which stood to his credit at the point of leaving. He 
may, however, suffer a loss to whatever extent his salary at that time (on which 
the partial deferred pension will be based) is less than the terminal salary which 
might have determined the pension for his entire service had he remained in the 
same employment; under terminal salary schemes in the various public services, 
the loss sustained in this way may be partially offset by the operation of pensions 
increases measures, which relate any increase payable to the degree of obsoles- 
cence of the terminal salary upon which the pension was assessed, but outside 
the public services it is not the practice to enhance partial deferred pensions 
during cold storage. 

62. Alternatively, accrued rights may be transferred to an employee’s new 
superannuation scheme by means of a payment from the old scheme known as 
a ‘transfer value’; this will represent the approximate actuarial value of the 
rights he has acquired up to the time of leaving and will be applied to purchase 
for him rights in the new scheme. Like that described in paragraph 61, this 
arrangement makes available the employee’s full rights in the old scheme; but, 
since the new scheme grants a ‘back service credit’ in respect of the payment 
received, it may be more advantageous. If pensions in the new scheme are 
based on ‘terminal salary’ the value of his past rights will automatically be 
enhanced by every salary increase; if, in addition, the back service credit is 
equal in length to the service covered by the transfer value, his pension expecta- 
tion will be fully preserved. 

63. It will be seen therefore that two distinct factors determine how transfer 
from one employment to another may affect superannuation rights. The first 
is the extent, if any, to which the employee’s first superannuation scheme makes 
his rights available upon change of employment; the second is the extent, if any, 
to which rights that are made available can participate in some form of 
enhancement or growth (whether in real or purely monetary terms) which is 
necessary under current economic conditions, if loss of pension expectation is 
to be avoided altogether. It is evident that, if pension rights in any particular 
scheme are to be capable of full preservation upon transfer of employment, 
that scheme must be able either to make actuarially equivalent transfer payments 
into other schemes or to provide deferred rights on terms more profitable than 
can be obtained through normal cold storage provision. For similar reasons, 
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an effective scheme must be able to deal suitably, in respect of incoming 
employees, with assets, in any form, becoming available from other schemes. 
Ideally, the transaction in either direction should result in employees’ being 
credited in their new schemes with whatever rights (whether in terms of service 
or otherwise) would have been earned by equivalent periods of service actually 
done under those schemes. 

64. Completely free interchange between superannuation schemes on this basis, 
and enhancement of deferred pensions, may not however always be possible in 
practice, since Inland Revenue difficulties arise where the two schemes are 
different in nature and their tax position follows different sections of the 
Income Tax Acts, The resulting tendency is to confine full operation of the 
transfer principle to groups of schemes providing comparable benefits. 

65. Thus, under present conditions, no provision for preservation can be 
completely effective in all circumstances; the best arrangement in relation to any 
particular employment must depend to some extent upon the most likely 
avenues of transfer and fields of recruitment. Ideally there should be the 
widest possible provision for interchange, either through exchange of transfer 
values or otherwise, by negotiation with other managing bodies, while allowance 
should be made also for preservation of the rights of migrants whose moves 
cannot be covered by interchange, as well as those of others who are not 
entering further pensionable employment. 

66. In principle, as we shall show in paragraphs 80-82, F.S.S.U. meets the 
criterion of a negotiated arrangement whereby managing bodies have secured 
that the insurance policy rights of a university teacher will always be fully 
available for transfer upon change of employment; if the new employment is 
subject to a funded terminal salary scheme that includes no provision for taking 
over past pension rights represented by insurance policies, the rights preserved, 
with some subsequent increase in value in the case of with profits policies, will 
represent a cold storage benefit. Paragraphs 120-121 indicate that a terminal 
salary scheme could provide similar facilities, but without enhancement of 
cold storage benefits except in so far as this arises from adjustments made by 
analogy with the operation of the Pensions (Increase) Acts. 

Effect of supplementation 

67. The supplementation scheme introduced a new factor. Under present day 
conditions the fact that the transferring F.S.S.U. member may lose his 
expectation of future supplementation of pension can be a significant deterrent 
to mobility. It has been possible to make arrangements to preserve rights to 
augmentation of pension on transfer between university and certain public 
service appointments, but, this apart, supplementation is, broadly speaking, 
payable only to a person who retires from university employment, and in 
respect of university employment. It is open to question how far an employee’s 
right to a possible supplementary benefit of this kind ought to survive cessation 
of membership of the relevant basic scheme, since it can be regarded as 
intrinsically only a contingent pension right of limi ted value. Furthermore, 
the need for supplementation is most likely to arise late in life. Findings by the 
Government Actuary, who was asked to look into this matter on our behalf, 
suggest that any shortfall between F.S.S.U. and a terminal salary pension 
generally arises over the latter part of a career, after the time at which changes 
of employment are most likely to occur. Consequently, it is unlikely that, in 
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the majority of mid-career transfers, any positive value could be assigned to a 
prospective right to possible supplementary benefit. 

68. Where cash sums representing the value of rights in previous pensionable 
employment are used by late entrants to ‘buy in’ rights under F.S.S.U. the 
rights so purchased are often not eligible for supplementation. 

Limited periods of employment overseas 

69. In principle t he same facilities for preservation of pension rights are needed 
tor teacheis going overseas as for those who transfer to other work in this 
country. The description we give in paragraphs 80-82 will show that this 
requirement is, again, satisfactorily met by F.S.S.U.. 

70. To the extent that appointments of university staff' from the U.K. are on 
secondment for limited periods, a teacher retains close links with his U.K. 
employer. The general practice among U.K. universities in these circumstances 
is to maintain F.S.S.U. policies during the temporary absence. There is no 
invariable rule as to lecovery from overseas institutions of premiums payable 

by the home employer; practice depends upon the lengths of absence in 
individual cases. 

71. This situation suggests that the obstacles to preservation of terminal salary 
pension rights explained by the Hale Committee in paragraphs 83 and 85 of 
their Report may not be decisive. Although Inland Revenue objections to 
transfer payments into overseas pension schemes, and the limitations which 
may be imposed upon the extent of service credit that can be granted under 
U.K. schemes in consideration of similar payments from overseas, stand in the 
way of any direct solution, membership of a U.K. terminal salary scheme could, 
in principle, be retained during periods of secondment. Inland Revenue rules 
would, ot course, impose certain limitations on the use of the arrangement, in 
the sense that it could not be applied where there were repeated lengthy absences 
from the U.K. or where overseas service might occupy a significant proportion 
of a teacher’s career. 

Longer periods of service overseas 

. 2. It will be seen that it is less difficult to preserve the rights of a teacher going 
overseas foi a limited period than it is to preserve those of a teacher leaving 
U.K. service indefinitely. A feature which, for this reason, we regard as 
particularly desirable is incorporated in the scheme applicable to school teachers ; 
periods of broken service are able to be aggregated for all purposes of that 
scheme, irrespective ol the length or number of the breaks separating them. 
Under this arrangement, overseas service which can neither be dealt with by 
secondment nor covered in some other way incurs neither the obligation to 
withdraw contributions nor, indeed, any loss of accrued rights; it also secured 
contingent enrichment of those rights in the event of later return to service, in 
that pension for the early service is related to final salary in the s am e way as if 
service had been unbroken. Although this arrangement is un usual and can 
impose some additional burden on the finances of a terminal salary scheme, it 
goes a long way towards solving the problem of long periods of overseas service, 
but it does not meet the need for benefit in respect of the overseas service itself. 
This must depend, in each individual case, upon provision made by the overseas 
employer, and it is unlikely that any benefits granted could bear a guaranteed 
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relationship to the employee’s final salary in this country. Furthermore, 
provision for transferring overseas pension rights into the U.K. scheme might 
encounter the limitations mentioned in paragraph 71, unless, of course, they 
were in the form of assurance policies which are readily transferable to F.S.S.U. 
from overseas and vice versa. 

Preservation of rights to other benefits 

73. The foregoing paragraphs deal only with the effect of absence upon retire- 
ment benefits; although most teachers can reasonably expect to qualify for 
benefit on retirement as distinct from earlier death or breakdown, insurance 
cover against these risks is bound to be considered as a significant factor. 
Under F.S.S.U. death cover is secured by means of endowment policies under 
which the basic sum payable on death or on retirement is the same, and 
provision for ill-health retirement is included as indicated in paragraph 79. 
Under certain public sector terminal salary schemes, notably those for civil 
servants and school teachers, overseas employment which cannot be covered 
by continued full membership on the lines discussed in paragraph 71, may be 
approved so as to enable employees to retain rights to ‘frozen’ ill-health and 
retirement benefits related to salary and length of service before leaving this 
country; but it is unlikely that lump sum death benefit could or should be paid 
under a conventional terminal salary scheme in the event of death during 
suspended membership. It is common practice in many pension schemes that, 
whereas a person’s prospective ill-health benefit will generally be related to his 
pensionable service, entitlement to death benefit depends upon current employ- 
ment covered by the particular scheme. Employment outside that scheme is 
likely to be similarly covered, so payment of death benefit during suspended 
membership would tend to lead to duplication. This could mean temporary 
loss of cover on transfer from the U.K. to overseas employment which was itself 
covered by a terminal salary scheme, if that scheme required, as is customary 
in this country, completion of a specified initial period of service as a condition 
of death cover, although such difficulty could possibly be overcome by 
reciprocal arrangements negotiated between the overseas and U.K. schemes. 
If, on the other hand, the overseas employer’s scheme were of the insurance 
type it is likely that reasonably adequate death benefit would be provided. 
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Chapter HI Present University Superannuation Arrangements — 
The Federated Superannuation System for Universities 

(i) Introduction 



Basic arrangements 

/4. The purpose of this Chapter is, as we have indicated in paragraph 18, to ex- 
plain the basic arrangements in F.S.S.U. and, in particular, the respects in which 
the system has been improved since the Hale Committee reported. We have 
referred to paragraphs 4-6 of the Hale Report which are reproduced at 
Appendix III and which form the natural starting point for such an explanation. 
But those paragraphs contain two points which are not strictly accurate viz : 

(a) Policies normally mature at age 60, but policies written to mature at age 65 
were and are still available on the preferential terms enjoyed by F.S.S.U.. 

(b) The scheme (introduced in 1935) providing annuity benefits and/or waiver 
of subsequent premiums on existing polices in the event of ill-health retirement 
was not formally withdrawn; it did not attract the support expected by its 
sponsors and at the time of the Hale Committee it was regarded as out of 
date, but it is still available and recently has attracted enquiries from members. 

In addition, during 1966 a sickness and disability scheme specifically for mem- 
bers of F.S.S.U. was launched by a leading life assurance company. 

75. As we have recorded in paragraph 7, the recommendation in paragraph 96 
of the Hale Report was accepted by the Government and the earlier Schemes 
for the Alleviation of Superannuation Hardships described in paragraphs 7-9 
of that Report were replaced on 1st April, 1960 by the Scheme for Supplemen- 
tation of Superannuation Benefits which we reproduce at Appendix Y. Since 
1960, improvements have been made in the administration of the F.S.S.U. 
scheme, in the provision of advice to members superannuated through the 
scheme, and in the benefits obtainable. The main features of the present scheme 
are described in the remainder of this Chapter. 

Flexibility of choice 

76. Unlike the majority of superannuation schemes based on assurance 
policies, F.S.S.U. offers its members a relatively wide range of selected assurance 
companies and types of policies from which to make their choice on joining the 
scheme and each time an increment in salary arises. The types of policy offered 
are as follows : 

(a) Endowment assurances with profits — 13 companies. 

(b) Endowment assurances without profits — 2 companies. 

*(c) Double endowment assurances with profits — 3 companies. 

(d) Deferred annuities with profits — 4 companies. 

(e) Deferred annuities without profits — 3 companies. 

The purpose is to enable members, each time a new or incremental policy has 



* As these policies are no longer advantageous (see paragraph 86) their availability may be 
restricted in the future. 
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to be effected, to choose the policy best suited to personal circumstances and 
requirements at the time. Premium rates and bonus practice vary between 
assurance companies. Consequently, even when a member’s circumstances 
indicate that an increment policy should be of a type similar to his existing 
policies, it does not follow that it should be effected with the same company; a 
company which offers the best terms for a member aged, say, 30 may not offer 
him the best terms at ages 40 or 50. The scheme also contains provision for 
members to exchange existing policies to meet changes in their personal circum- 
stances, e.g. on marriage a member may find that endowment assurances are 
more suitable than his existing deferred annuities because of the higher death 
in service cover available. 



(ii) Members’ Benefits 

•On retirement 

77. The gross proceeds of F.S.S.U. polices can be taken wholly in cash, which 
is a facility not available under any superannuation scheme approved since 1947. 
The tax free cash sum can be used in various ways including purchase of an 
immediate annuity or annuities of which the interest element only (about 32 
per cent at age 65 and 30 per cent at age 67) will, as explained in paragraph 42, 
be taxable as unearned income; but if the taxable element, when aggregated with 
any other income, does not exceed £900 it will be taxed under Section 211, 
Income Tax Act 1952, as earned, rather than unearned, income. In Appendix 
VI we give tables showing for seven specimen careers the possible scale of the 
gross and net retirement benefits resulting from use of the cash proceeds of 
F.S.S.U. policies to purchase single and joint life and survivor annuities. 

On death in service 

78. Death cover during service can be obtained under F.S.S.U. if the contri- 
butions are applied to endowment assurance policies. These can produce, as 
soon as service commences, a lump sum of the order of 5 years’ salary at age 25, 
41 years’ salary at age 30 and 3 years’ salary at age 40. Appendix VI (Table 4) 
indicates for the seven specimen careers the benefits to be expected on death 
during the first year of service and near the age of retirement. The benefits 
after the first year of service depend upon subsequent salary history and whether 
the member continues with endowment assurances or takes out some deferred 
annuity policies ; in the latter case the benefit on death in service is the return 
of premiums with compound interest or bonuses to the date of death, as 
appropriate. Appendix VI gives also (Table 5) an analysis of the fin service’ 
death benefit which would actually have become payable under F.S.S.U. to a 
sample of teachers in the event of their deaths in 1965. The average death 
benefit of the 28 cases included in this analysis is 4-2 years’ salary. Death in 
service benefits payable under F.S.S.U. are exempt from estate duty if, as is 
usual, the member leaves a widow or other next-of-kin. 

On ill-health retirement 

79. When a member retires prematurely because of ill-health the policies are 
available for use in a variety of ways: 

(a) If he has passed age 60 so that the policy moneys are accumulating, the 
benefits can be taken in the form of a tax-free cash sum or an equivalent 
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annuity in the same way as for a member retiring at the normal retirement 
age. He has also the alternative of a smaller annuity which would continue 
either in full or at a reduced rate during the life of a dependant, for example 
his wife should she survive him. This alternative, which can be taken in the 
form of a joint life and survivor annuity, separate annuities on the lives of 
t he member and his wife, or as a single annuity on the life of the wife, is all 
the more important if the member is in poor health. 

(b) If he has to retire before age 60, the best arrangement of the policies will 
depend very much upon the circumstances: 

(i) Particularly where the policies are endowment assurances, and to a 
lesser extent perhaps where they are deferred annuities, it may be best to 
maintain the policies in full for a short time for the benefit of dependants. 
Both in this situation and in the case of members who have no pressing 
need for the immediate release of the policy moneys institutions have power 
to retain and continue the policies in full up to the normal retirement age or 
earlier death of the member ; in the former case the policy moneys can 
then be used to purchase an immediate annuity or invested while in the 
latter they will be exempt from estate duty as indicated in paragraph 78. 

(ii) Alternatively, there is the choice either of taking the surrender value of 
the policies as a tax-free cash sum or of arranging an annuity or annuities 
as indicated at (a) above. 

Table 2 of Appendix VI indicates for the seven specimen careers the tax-free 
benefits to be expected in the event of ill-health retirement after four and nine 
years’ service. 

On transfer within the system 

80. F.S.S.U. has 276 participating institutions and when a member resigns 
irom one to take an appointment at another his policies are transferred 
automatically; staff at some 23 government departments/organisations which 
are not institutions in their own name are covered by F.S.S.U. through the 
participation of H.M. Treasury. The scheme provides for the automatic 
maintenance of F.S.S.U. policies by the transferring institution for up to 6 
months in cases where the new appointment is not taken up immediately. 

On resignation 

81. When a member resigns before normal retirement age and does not take 
up employment with another participating institution he obtains full credit for 
all accrued benefits produced by his own and the employer’s contributions. 
His F.S.S.U. policies can be: 

(a) retained by the institution and either converted to paid-up policies, so 
providing the equivalent of a ‘frozen’ pension, or maintained as indicated 
at paragraph 79(b)(i); or 

(b) released to the member after being endorsed to preclude their being 
encashed before the maturity date or the prior death of the member. This 
also gives the equivalent of a frozen pension, but the practice is adopted only 
in special circumstances, e.g. protection from creditors; or 

(c) released to the member free of all restrictions, which is the more usual 
practice. 

When F.S.S.U. policies are released to the member free of restriction, he may 
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then maintain them in full or convert them wholly or partly to paid-up policies, 
and, since they have become private policies, he can use them as security for a 
bank overdraft, mortgage, etc.. He can also transfer the policies to the super- 
annuation schemes of Commonwealth Universities in, for example, Australia, 
Malawi, Mauritius, New Zealand, Nigeria, Rhodesia, Sierra Leone and Zambia, 
which are similar to F.S.S.U., or to the scheme of a new employer in certain 
other fields; under arrangements applicable to local government officers, 
national health service staff and school teachers and under certain public boards’ 
arrangements such as the Electricity Supply (Scientists) Scheme, ex-F.S.S.U. 
policies can be maintained and further incremental policies effected at F.S.S.U. 
premi um rates. In due course the universities in Botswana, Ethiopia and Ghana 
also will be able to accept transfers from F.S.S.U. as they are currently negotia- 
ting F.S.S.U. type schemes. If he wishes he can use the policies to purchase an 
immediate annuity or he can surrender them for a tax-free cash sum; Appendix 
VI (Table 3) indicates the possible scale of benefit if this course is adopted. 

Transfers from other superannuation schemes 

82. In addition to being able to accept the reciprocal transfer of policies from 
schemes such as these noted in paragraph 81, institutions participating in F.S.S.U. 
are able to accept, in the form of cash sums, investments or assurance policies, 
transfer values representing accrued benefits from other superannuation 
schemes approved by the Inland Revenue and from the schemes of the public 
services. In recent years formal interchange agreements have been made 
between F.S.S.U. and several schemes the rules of which require such formal 
agreements as a condition of the payment of transfer values; Inland Revenue 
have, upon application to them, given authority to other terminal salary schemes 
to pay transfer values to F.S.S.U.. 

(iii) Provision for Widows 

Death in service 

83. The benefit described in paragraph 78 offers reasonable protection for 
widows in the event of members dying in service. 

Death after retirement 

84. Provision for widows on the member’s death after retirement can be made 
by using part of the member’s own retirement benefit. A variety of possible 
arrangements is available, but the essential principle throughout is that the 
lump sum payment and/or the annuity payable during the member’s life is 
reduced in consideration of the payment of an annuity after his death to his 
wife, should she survive him, Practical methods of achieving this under the 
F.S.S.U. scheme include: 

(a) purchase of a joint life and survivor annuity; 

(b) purchase of two separate annuities, one to the husband and one to the 
wife, as illustrated in Table 6 of Appendix VI; 

(c) purchase by the husband of (a) an annuity for his lifetime and (b) a whole 
life assurance, the sum assured payable on his death being then used to purchase 
an annuity to his widow (if then alive). 

The most effective choice depends on the member’s circumstances — in particular, 
the difference in age between husband and wife and the possible effect of 
liability for estate duty — and expert advice is usually desirable. 
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(iv) Improvements since the Hale Report 

Advice to members 

85. In recent years the format of the ‘Grey Book’ (the F.S.S.U. handbook) 
has been changed, and the new presentation has made it much easier for members 
to ensure that throughout their service the pattern of their F.S.S.U. policies 
is best suited to their personal and domestic circumstances. The book is now 
in two parts. Part 1, which is presented as a Member’s Guide to the Scheme, 
provides members with guidance on the factors which should be considered in 
making their choice of options and emphasises the need to seek advice both on 
joining the scheme and prior to retirement. Part 2 presents in simple compara- 
tive form not only the basic terms for each option but also the forecast retirement 
benefits in cash and annuity form. 

Waiver of medical evidence 

86. From 1st January, 1964 evidence of health ceased to be a requirement for 
initial or incremental endowment assurance with profits policies written to 
mature at age 60 and effected by institutions in Great Britain. This means that 
all members serving with these institutions (including any who in the normal 
■course either would be unable to obtain endowment assurances with profits or 
would be able to obtain them only by paying additional ‘loaded’ premiums) are 
now able to obtain automatically the benefit of the improved preferential 
margins, averaging some 5 per cent, which F.S.S.U. policies now enjoy over 
■comparable policies available to the general public. 

Improvements in basic sums assured and bonuses 

■87. Since the Hale Report the terms available under F.S.S.U. have beenimproved 
appreciably. For endowment assurances without profits the average s um 
assured for a policy taken out at age 30 is about 15 per cent higher on the rates 
available since 1966 than on 1960 rates. The improvement gradually lessens at 
older ages, but is still 5 per cent at age 50. For policies with profits the average 
basic sums assured obtainable since 1966 are about the same as those available 
in 1960, but rates of bonus have generally improved. A number of companies 
have declared substantial special bonuses in recent years, reflecting conditions 
■such as the appreciation of assets. Apart from this, ordinary bonus rates have 
increased significantly; comparing the average of the latest bonus declarations 
with those of 1960, simple bonuses have increased from 51 shillings per cent to 
70 shillings per cent and compound bonuses from 52 shillings per cent to 62 
■shillings per cent. 

Accumulation after age 60 

88. Most F.S.S.U. policies are written to mature at age 60. After this age the 
maturity proceeds and subsequent annual contributions are accumulated at 
•compound interest in the hands of the assurance companies at rates which are 
announced annually for policies maturing in that year and which are guaranteed 
until retirement; policies written to ages later than 60 are accumulated similarly 
between maturity and retirement. Average rates of post-maturity accumulation 
in 1966 were about half as great again as they were in 1960 while some companies 
have increased further their rates for policies maturing during 1967. 
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Investment in trustee securities 

89. In 1965 the Inland Revenue agreed that no objection would be raised to the 
proceeds of matured policies and/or subsequent annual contributions being 
invested in trustee securities instead of being accumulated in the hands of the 
assurance companies. Before 1965 contributions could be applied to investment 
instead of to policies at any time, but few members took advantage of this 
facility. 

Retrospective improvements to existing F.S.S.U. policies 

90. In 1945, owing to the method of taxation of assurance companies’ general 
annuity funds, there was uncertainty whether income tax deducted from the 
investment income of these funds either would not be recoverable or at best 
would be recoverable only at some future date when annuities became payable. 
To provide for these ‘notional losses’ the companies introduced a differential 
between the rates of interest allowed for cash and the higher rates allowed for 
accumulation for annuity purposes. Tins differential was narrowed by an 
increase in the rates of interest for cash for F.S.S.U. policies effected on or 
after 1st January, 1957. The Finance Acts of 1965 and 1966 clarified much of 
this uncertainty, and the companies have made retrospective improvements to 
F.S.S.U. deferred annuity without profits policies effected since 1945 as follows: 

(a) Policies issued between 1st July, 1945 and 31st December, 1956 — the 
differential has been removed and the cash sum available at maturity will now 
equal the sum which was originally offered only for annuity purposes. 

(b) Policies issued between 1st January, 1957 and 31st December, 1965 — in 
the main the cash sums available will be based on a minimum rate of interest 
of 2 \ per cent. 

In addition some of the companies have improved the rates of interest at which 
existing matured policies are being accumulated pending final retirement. 

Annuity rates 

91. Detailed information about the general improvement which has taken place 
in the rates obtainable for immediate annuities is not available, but random 
enquiry suggests that it may be of the order of 13 shillings per cent for, as 
example, a male teacher aged 65. The corresponding average improvement 
since 1960 in the minimum rates of annuity guaranteed in F.S.S.U. policies is of 
the order of 9 shillings per cent. 
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Chapter IV Present University Superannuation 
Arrangements — Supplementation 

92. In addition to the benefits available under F.S.S.XJ. described in the previous 
chapter, retiring university teachers may benefit under the Scheme for Supple- 
mentation of Superannuation Benefits, while the pensions of those who have 
already retired may, as we have explained in paragraph 57, be augmented from 
time to time in accordance with the Pensions (Increase) Acts, by analogy with 
increases given to retired public servants. 

93. The origin and purpose of the Supplementation Scheme are described in 
paragraph 7 of our report, and we reproduce the scheme in full in Appendix V. 
About 80 per cent of university teachers retiring during the year ended 
31st December, 1966 had their insurance policy benefits supplemented under the 
Scheme to the extent on average of about £370 per annum as shown by the 
following table : 



Age on last birthday 


Number of cases not 


Supplementation under the 1960 Scheme 


before retirement 


requiring 

supplementation 


Number of cases 


Total annual amount 


60—64 


3 


49 


£ 

18,733 


65 


9 


38 


17,315 


66 and over 


21 


53 


16,154 


Totals . . 


33 


140 


52,202 











94. The total cost of supplementation and pensions increase of all pensioners 
was running at the following annual rates on 31st December, 1966: 



Number of cases 


Basic additions under the 
1960 Supplementation 
Scheme and earlier 
arrangements 


Post retirement increases in 
pensions — see paragraph 92 




£ 


£ 


1,283 


347,985 


139,378 


134 (not requiring 


— 


33,856 


supplementation) 


347,985 


173,234 


Totals 1,417 


£521,219 



95. It will be seen that the cost of supplementation is currently some £350,000 
a year. In terms of the current universities’ salaries bill this is not a very 
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significant item, amounting to little more than 0 - 5 per cent, but it is more sub- 
stantial in its relationship to the 10 per cent employer’s contribution already paid 
to secure the pensions of these teachers. It has been suggested to us that supple- 
mentation should tend to decrease rather than to increase because recent 
economic developments and changes in the operations of the panel companies 
should improve the prospects for basic F.S.S.U. benefits. But the Scheme is 
still in its infancy, and since the determining factors cannot be known, its future 
trend would be extremely difficult to forecast. The effect of the rapid growth in 
salaries in recent years will continue to make the F.S.S.U. benefits of retiring 
teachers inadequate in relation to terminal salary for some considerable time 
to come, so that the number of pensioners receiving supplementation is likely 
to increase and the cost may therefore grow for many years before the peak is 
reached. But the trend will be influenced by many unpredictable factors— 
e.g. rate of salary growth, bonus rates offered by panel offices, age of retirement— 
and we have not found it possible to arrive at any worthwhile estimates of 
future costs. Since supplementation represents the difference between proceeds 
of insurance policies and a hypothetical terminal salary pension, a relatively 
small increase in the latter would increase the amount of supplementation by a 
much greater proportion; e.g. if supplementation on the present basis repre- 
sented on average a 20 per cent increase in the basic F.S.S.U. benefit, increase 
of the supplementation fraction to one sixty-fifth, as discussed in paragraph 99 
below, would almost double the supplementation bill. 

96. Payments under the Supplementation Scheme, being on an annual basis, do 
not attract the tax advantages of F.S.S.U. benefits (see paragraphs 42-43) and 
thus, as we have described in paragraph 46(b), the university teacher’s total 
pension after deduction of tax is reduced according to the proportion of total 
pension which is represented by the supplementation he receives. If supple- 
mentation is regarded as a means of guaranteeing to university teachers 
minimum pensions related uniformly to years of service and final salary, it 
might be thought unsatisfactory that the level of supplementation is not adjusted 
to offset this net loss to the retired teacher. 

97. We do not think, however, that the supplementation arrangements may be 
regarded in this way. As we have explained in earlier chapters of this report, 
Inland Revenue rules have the effect that the maximum level for retirement 
benefits under approved pensions schemes is set at one sixtieth of terminal salary 
for each year of service. An arrangement which, after allowing for the differ- 
ences in incidence of tax already described, guaranteed to F.S.S.U. pensioners a 
minimum pension of the same level, while leaving them with the full benefit of 
any excess that their policies might produce, could be said to place these 
pensioners in an unduly favourable position. Appendix VI indicates that on 
some assumptions the excess benefits could be considerable. While the wide 
variation in benefits that F.S.S.U. may bring makes a scheme of supplementation 
necessary if unduly low levels of pension are to be avoided for a high proportion 
of pensioners, it is not easy to justify the suggestion that the minimum should 
equal the highest level of benefits available under schemes requiring Inland 
Revenue approval. We note that the Hale Committee, in paragraph 91(e) of 
their Report, took a similar view when introducing their proposals for supple- 
mentation and it seems to us to be open to question whether a case can be made 
for an improvement on the arrangements they put forward. 

98. We have nevertheless considered possible ways of removing the limitations 
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of the present system, as described in paragraph 96. It is not impossible to 
devise an arrangement whereby, whatever proportion of the retired teacher’s 
income it represented, the rate of supplementation could be increased 
progressively to produce net benefits approximately equivalent to those payable 
under a terminal salary scheme. The arrangement would, however, be 
complicated, and would need revision whenever there was a significant change 
in taxation. 

99. As an alternative to this arrangement, we examined the simpler proposition 
that the basis of supplementation should be altered from one seventy-fifth of 
average salary per year of service as recommended in the Hale Committee’s 
Report to a higher fraction, perhaps one sixty-fifth. This would produce a 
rough equivalence to terminal salary scheme benefits after deduction of tax in 
cases where the proportion of a teacher’s pension derived from supplementation 
was as high as 30-40 per cent. The few teachers whose F.S.S.U. benefits 
needed supplementing to an even greater extent would still be at a disadvantage, 
but a large number whose benefits needed less supplementation would enjoy net 
pensions which were larger, to a greater or lesser extent, than those available to 
staffs whose pension fraction is one sixtieth — an outcome which could hardly 
be justified. As has been explained in paragraph 95, an improvement to one 
sixty-fifth could greatly increase the cost of supplementation. 

100. We also considered the possibility of increasing the maximum period of 
service that can be taken into account for supplementation from 40 to 45 years, 
in accordance with the practice in many terminal salary schemes, and of including 
service in respect of which a transfer value is received. Some progress on the 
latter point is in fact being made by means of reciprocal agreements. 

101. To help offset the cost of these improvements, two proposals were 
considered. The first was to pay supplementation only in cases of retirement at 
65 or over (apart from cases of ill-health and redundancy), and the second that 
‘pension’ should be defined in the scheme not as the best single annuity obtain- 
able from the companies with which the teacher had F.S.S.U. policies, as at 
present, but as the best annuity available at the time of his retirement In an 
insurance policy scheme like F.S.S.U. the value of benefits increases rapidly as 
a result of deferred retirement. Additional contributions are paid by and on 
behalf of the employee, a large capital sum increases at interest, and the annuity 
rate improves owing to the reduced expectation of life. All these factors would 
tend to reduce the need for supplementation. But, as is shown by the table in 
paragraph 93, the great majority of university teachers already serve until 65 
or over, and some of the earlier retirements are no doubt due to ill-health. 
The average age of retirement is expected to rise in any case, and it is very 
doubtful whether it could be demonstrated that the costs of improving 
supplementation could be largely offset by raising the qualifying age to 65. The 
second proposal is of interest because annuity rates tend to vary according to 
whether an insurance company wishes to promote this kind of business at a 
particular time. But it would be difficult to administer and might be a source 
of disputes; furthermore, no estimate can be made of the saving that it might 
contribute towards the cost of improved supplementation. 

102. How far it is reasonable, having regard to the arguments set forth in 
paragraph 97, to expect that supplementation should guarantee the university 
teacher a pension after deduction of tax not less than the equivalent net 
pension that would be available under a conventional terminal salary scheme, 
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is a matter on which we have not been able to reach a unanimous conclusion. 
We have considered possible changes in the present arrangements which might 
improve the guaranteed minimum without net increases in the cost, but we have 
been unable to satisfy ourselves that adequate savings are attainable to finance 
the improvements. It is only realistic to recognise that the Government, faced 
as they are with so many demands for the education service, are likely to look 
very critically at measures which would, or might, increase expenditure on this 
account. For all these reasons we do not feel able to make any definite 
recommendation. 
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Chapter V The Terminal Salary Scheme Alternative 

(i) Basic Features 

103. The alternative to retaining F.S.S.U. is adoption of a ter mi nal salary 
scheme. As the description indicates, the essential feature of such a scheme is 
that retirement benefits bear a fixed relation, determined by length of service, 
to the pensioner s retiring salary — or more usually to his average annual salary 
during a specified number (commonly three) of years of service imm ediately 
preceding retirement. 

104. From the point of view ol the staff concerned, the assurance that pension 
cannot be less than a fixed proportion of retiring salary offers the advantage 
over benefits derived from the proceeds of successive policies taken out over a 
number of years that, in times of progressively increasing prices and salaries, 
pension, at least at the time of retirement, will reflect prevailing economic 
conditions. But against this must be set the fact that, again unlike a pension 
derived from insurance policies, a terminal salary pension can never exceed the 
proportion of retiring salary fixed by the terms of the particular scheme. 

105. The proportion fixed for that purpose is limited to some extent by Inland 
Revenue rules for approval of new superannuation schemes as a condition of 
allowing tax relief on contributions and on the investment income of their funds. 
As we have explained in paragraph 21 the maximum level of benefit at normal 
retirement age from an approved terminal salary scheme would nowadays be 
set at two-thirds of retiring salary; it is therefore customary to construct schemes 
of this kind so as to provide retirement benefits of that level after service of such 
length as represents a full career in the employment or profession concerned. 

106. The manner in which benefits of this total value may be distributed 
between payment of a life pension and a lump sum payment made at the time 
of retirement is, again, limited by income tax considerations. Any amount 
paid as a lump sum at the time of retirement, being free of tax, is limited to 
25 per cent of the total retirement benefits provided under an approved scheme. 
Assuming, therefore, that the maximum proportion allowable is paid in lump 
sum form, the remainder, amounting to one half of retiring salary, will remain 
to be paid in the form of a life pension. 

107. Thus the common pattern of terminal salary superannuation schemes for 
professions, such as school teaching and the civil service, in which a full career 
occupies approximately 40 years is to provide a life pension of one-eightieth of 
retiring salary for each year of service, together with a lump sum payment upon 
retirement equal to 3 years’ pension. Additional benefit can be earned by 
service in excess of the stipulated limit after normal retirement age. 

108. The assurance of pensions bearing a fixed relationship to retiring salaries 
inevitably involves some uncertainty as to the cost of a terminal salary scheme, 
and it will be necessary for us to examine in this chapter those characteristics 
of the terminal salary system which particularly affect cost. But our examination 
must include also certain special factors affecting cost which would be involved 
in any decision to change to a terminal salary scheme, so we will consider first 
some individual features of a scheme of this kind which might be suited to the 
particular needs of university teachers. We have constructed an outline of a 
scheme on the basis explained above in paragraphs 103-107, and this is contained 
in Appendix I to our report. We consider that if a change to a terminal salary 
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scheme is decided upon by those concerned, this outline would be a suitable 
basis on which to proceed. The following paragraphs comment on it and 
explain toe reasons for certain of its leading features. 



(ii) Detailed Provisions 

Normal benefits payable at retirement age 

109. We have stated earlier the general objective of providing, at the normal 
age j retirement from a particular profession, benefits equal in value to two- 
thnds of retiring salary after a full career. In practice this is invariably associated 
with provision for proportionately lesser benefits after shorter service, subject 
to a specified minimum commonly of 10 years. On this principle, the provision 

escribed in paragraph 5 of Appendix I would give a minimum pension of 

one-eighth of pensionable salary, pins an appropriate lump sum, after 10 vears 
of service at retirement age. y 

110. Information furnished to us by universities suggests a current tendency to 
increase retirement ages from 65 to 67, by which time those whose entire careers 
Have been spent in university teaching will have completed about 40 vears of 
such service But in constructing the scheme outlined in Appendix I we 
assumed that minimum retirement age would be fixed at 65, so that service in 
excess of 40 years done after that age would be able to count, up to a limit of 
5 years, tor additional benefits. There would be some arguments in favour 
o a lower age, or at hast of some flexibility. Among them there are the need to 

stSdaf Zffh t fre f d0m u f act r in the matter of retirement ages for their 
rStinf.l f f tb t ’ * “embers of a scheme were to be contracted out of the 
National Insurance graduated pension scheme, it would be necessary to make 
women’s pensions payable from the age of 60. 

I}}' 0 * ! h \ ba f iS ° f aver f ge expectancy, however, it wifi be evident that 
the age at which pension begins to be paid must determine the length of time 
durmg winch payment will pontmue. Retirement age is therefore a basic factor 

StbJ ° f ? e f DS1 ° n PT 181 , 011 ’ and a s P ecifi ed common age is needed as part 
of the actuarial framework of a superannuation scheme based on group finance. 

4mte apart from such technical considerations, unrestricted variability of 
pension age under a scheme covering the staffs of a number of different 
employers might m principle be thought undesirable, as tending to lead to local 
difficulties affecting recruitment and retention of staff. We have tb .erefore 
suggested (paragraph 3(d) of Appendix I) provision for actuarially reduced 
pensions to be paid upon retirement within a limited number of years before 

tioiTandirtr ent Ege m The uction would de Pcnd upon actuarial compute 

order of Wr 7 ? ^ ^ ^ ^ ° f age; * Would P™bably b ® of the 
r . 01 5 , P er cent > lor e ach year of age before normal retirement age nf ti.p. 

pension which would otherwise have been payable on the basis of a member’s 
actual service and pensionable salary. Reduction need not, however be atmlied 
in cases of premature retirement owing to ill-health. 5 H 

Death benefits 

lU. Provision for payment of benefit on an employee’s death can take different 

rinT— ‘ ^r S dUri “ E P“"e P ser-vice, scWs 

commonlv Provide a lump sum payment of the order of one year’s salary 
n 3 ° ne ’ tblS does not matcl1 tbe level of ‘in service’ lump sum death benefit* 
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amounting as we liave seen possibly to 5 years 5 salary, that can be provided 
by means of endowment assurances under a scheme such as F.S.S.U.. Where, 
however, it is combined with provision for payment of pensions to the families 
of married male employees who die either during service or after retirement on 
pension, it may be argued that the resources available are being used with 
greater regard to likely need. 

113. The Hale Committee suggested, subject to certain qualifying conditions, 
an in service lump sum death benefit equal to one year’s pensionable salary, 
accompanied, in the case of married men, by a widow’s pension at the rate of 
one-third of the pension payable to the member himself and, where there were 
children, children s pensions assessed on a pro rata basis. As they explained 
in paragraphs 68 and 69 of their Report, it is Government policy that, in 
contributory pension schemes the financing of which involves public money, 
widows and orphans pensions should be provided wholly at the expense of the 
married man. They therefore recommended that benefits of this kind might be 
financed partly by reducing lump sum benefits by one-third and partly by an 
additional annual contribution of 0*75 per cent of salary. 

114. Like the Hale Committee we think it unlikely that the Government would 
be willing to reverse their policy in a superannuation scheme for university 
teachers. But it has been made clear to us that university teachers consider it 
of great importance to be able to draw the maximum permissible portion of 
their personal superannuation benefits in the form of a tax free lump sum, and 
it is evident that any provision for family cover which involved a reduction in 
the lump sum payment would not be popular. The results of a sample of opinion 
among university teachers taken on our behalf by the representative of the 
Association of University Teachers on our Working Party indicated that if 
family cover of the kind suggested by the Hale Committee was to be provided, 
the majority would prefer to meet the cost by additional contributions during 
service under a compulsory supplementary scheme such as that described in 
paragraphs 15-17 of Appendix I. 

115. Quite apart, however, from preserving intact the lump sum portion of 
teachers’ retirement benefits, this system of providing family cover independently 
of the normal superannuation arrangements has special advantages which 
deserve to be mentioned. The resources accumulated for the purpose are 
separate, and the pensions to members’ widows (and, where necessary, their 
children) are payable whether death occurs during service or, as is much more 
commonly the case, after retirement on pension. Except where a retiring 
member might wish to augment the amount of the potential widow’s pension, 
it is unnecessary for him to surrender any part of his own pension or lump sum 
to secure cover for his wife. 

116. Furthermore, a supplementary family benefits scheme of this kind offers 
far greater flexibility than is possible where the entire provision for life cover 
takes the form of a lump sum benefit. The scale of pension payable in respect 
of a deceased member may vary according to size of family; thus we have 
suggested in paragraph 16(2) of Appendix I that the pension payable to a widow 
with four or more dependent children might be at double the rate payable to a 
widow alone. It is a feature of this type of arrangement that individual teachers 
would be able, upon retirement, to claim repayment of that part of their 
contributions to the supplementary scheme (in the case of bachelors, the full 
amount) which represents the cost of widows’ and orphans’ cover during periods 
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after the scheme had ceased to be at risk in respect of their families; in these 
cases the contributions would also be returnable upon the member’s death. 

117. It has, however, been represented to us that, notwithstanding the advan- 
tages of such an arrangement as we have described, it might not attract the 
majority of university teachers, who attach great importance to the high level 
of life cover during service obtainable under F.S.S.U.. Furthermore, many 
spinsters and bachelors are looking after elderly parents or other relatives whom 
a widows’ and orphans’ scheme is not designed, and would be difficult to design, 
to protect, so it is not true to assume that only married members need the 
protection of death in service cover. We have therefore considered how the 
terminal salary scheme recommended by the Hale Co mmi ttee might be adapted 
to provide an ‘in service’ death benefit more nearly comparable with that 
commonly obtained under F.S.S.U. (see paragraph 78 and Table 4 of 
Appendix VI). This could be done by providing an ‘in service’ death benefit 
consisting of a lump sum equal to 4 years’ salary, although, for this compari- 
son to be valid, treatment for estate duty purposes must be equivalent to that 
secured by F.S.S.U.; under F.S.S.U., benefits payable to a widow or other 
next-of-kin are exempt from estate duty, but in other cases payments are liable 
to duty as part of the teacher s estate. Advice given to us indicates that in fact 
a terminal salary scheme could probably be arranged in such a way as to secure 
the same result. 

H8-. Under the basic terminal salary scheme we have constructed it would be 
possible to provide, within the proposed financial basis, a lump sum benefit 
equal to 2 years’ pensionable salary upon death in service. This could be 
gii tn without the customary requirement of completion of a minimum qu alif ying 
period of pensionable service. We are advised also that the benefit could be 
increased to 4 years pensionable salary on the basis of members’ contributions 
to the scheme being 6 per cent of salary throughout service. This arrangement is 
therefore, mcluded in paragraphs 6 and 10(1) of our outline (Appendix I) as an 
alternative to the plan for widows’ and orphans’ pensions of the more conven- 
tional type set out in paragraphs 15-17. By comparison with that plan it would 
have the attraction that, since the lump sum death benefit would be provided 
as one of the ordinary benefits of the scheme, staff joining in mid-career would 
not be required to make any payment in respect of their earlier reckonable 
service. On the other hand, the advantage we have described in paragraph 115 
would be lost; the benefit would be limited to death in service, and retiring 
members who wished to make provision for prospective widows would need to 
do so either through the scheme, by surrendering part of their own pensions as 
suggested in paragraph 5(3) of the Appendix, or, as they do now, through one 
o! the types of insurance arrangements mentioned in paragraph 84. In this 
respect the 4 year death benefit alternative is similar to F.S.S.U.. 

Ill-health retirement 

119. Provision of life pensions for employees forced to retire prematurely bv 
breakdown m health after a minimum period of service, usually 10 years, is a 
standard feature of terminal salary schemes. The risk of ill-health retirement is 
relatively slight, but where it occurs the need for some income benefit is likely 
to be urgent and important It is usual to provide, as we have indicated in 
paragraph 5(2)(a) of our outline, for a minimum pension level of one quarter of 
a member’s pensionable salary at the time of breakdown. 
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Preservation of rights on transfer of employment 

120. We have described in paragraphs 59-66 of this report the considerations 
which will determine, in each set of circumstances, the most suitable arrangements 
for preservation, together with certain factors which may to some extent limit 
the effectiveness of such arrangements. Ideally a funded ter mina l salary scheme 
should provide for payments to other funds empowered to receive them, so that 
a person transferring from one scheme to another would relinquish ri gh ts in the 
first scheme, in respect of service to date of transfer, in exchange for actuarially 
equivalent rights in the second. We hope that, if the universities adopt a scheme 
on the lines set out in Appendix I, it will be possible to arrange for transfers on 
the basis of year for year reckoning of service with schemes in the public services 
and also "with schemes in private employment, subject to Inland Revenue limi ts. 
To deal with the rights of members who might not be able upon transfer to join 
schemes of that kind, this main provision would need to be supported, as we have 
indicated in paragraph 3(2)(c) of Appendix I, by provision for payment of 
deferred pensions. 

121. Under a scheme in which entitlement to pension at normal retirement age 
is conditional upon completion of a minimum qualifying period of pensionable 
service, it is clearly necessary that any provision for paying deferred pensions 
shall be subject to the same condition. Thus there will always be a number of 
staff transferring after short service whose rights cannot be safeguarded in this 
way. An essential objective is to avoid, so far as may be possible, their being 
compelled in default of any alternative to withdraw their personal contributions. 
It seems to us, therefore, that a particularly desirable feature of a terminal 
salary scheme would be that which we have described in paragraph 72, under 
which a break in service, irrespective of its length, would incur neither the loss 
of past rights nor the obligation to withdraw contributions. In this way, past 
service would at least be preserved for aggregation with any future service under 
the same scheme; if an employee whose rights were preserved by this means 
failed to make a later return to service, his personal contributions would remain 
available for repayment to him, but the Inland Revenue would not approve 
arrangements under which interest accruing during periods after final withdrawal 
from service could be added to contributions repaid in these circumstances. 

Inter-relation with National Insurance 

122. We have attempted, in paragraphs 49-52, to demonstrate the possibility 
that the combination of occupational pension provision and National Insurance 
might come to exceed, in relation to any profession, the amount of retirement 
income generally agreed to be adequate, and that relief might have to be sought 
from the dual contribution burden involved. Because of the likely objections to 
introducing formal abatement of pensions into university superannuation, we 
have not included specific arrangements for this purpose in the outline in 
Appendix I, but it seems to us that any newly established scheme should be 
so devised as to enable this to be done without inconvenience, should it prove 
necessary at some future time. 

123. The foregoing comments refer to compulsory universal National Insurance 
on the lines of the ‘flat-rate’ pension arrangements which came into effect in 1948. 
These have since been supplemented by a scheme of graduated additional 
contributions and pensions introduced by the Act of 1959. This part of the 
scheme is also universal in application, but it allows employers to ‘contract out’ 
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any employees who are guaranteed occupational retirement pension of a level 
at least equivalent to that provided by the graduated scheme. In addition, the 
Act of 1966 introduced the compulsory payment by both employer and employee 
of earnings related contributions which give cover not only for supplements to 
short term sickness and unemployment benefits but also provide a limited 
amount of additional pension even for those contracted-out of the main 
graduated scheme. Where employees are not contracted- out, arguments similar 
to those arising out of the flat-rate scheme apply to abatement of benefits and 
contributions; but in our view members of any terminal salary scheme applying 
to university teachers should be contracted-out of the graduated part of the state 
scheme in its present form. Apart from purely financial questions of the most 
effective, deployment of the resources available for provision for retirement, 
contracting-out would be more likely to provide pension arrangements which 
could be readily integrated with others covering professional people of similar 
status. It would not affect the amount of prospective benefit which existing 
members of F.S.S.U. had already purchased by past contributions to the gradua- 
ted scheme. 

Increases In pension after retirement 

124. In our view it would be necessary to take account, in the framing of any 
terminal salary scheme for university teachers, of the fact that pensions may 
need to be increased after retirement. The general considerations affecting this 
matter are set out in paragraphs 53-58 of our report. 

125. It is generally recognised that increases in productivity, prices and levels 
of earnings tend to be associated with high interest rates, and for this reason, 
as we have pointed out in paragraph 56, newly established super annua tion funds 
may produce surpluses. To some extent therefore the problem may be made to 
provide its own solution if the managing body of a terminal salary scheme are 
empowered to use surpluses in the fund towards post-retirement increase of 
pensions. There can, however, be no guarantee that this arrangement will 
always provide a complete answer to the problem. Hitherto, as explained in 
paragraph 5/, following broadly the provisions of the ad hoc pensions increase 
measures introduced by the Government, universities have increased the pensions 
ot their r etired teachers out of general income, and this expenditure is taken into 
account in determining the extent ot the Government’s grants for the following 
quinquennium. It has been represented to us that a system of ad hoc measures 
is basically unsatisfactory in tailing to provide pensioners with some assurance 
tha.t the purchasing power of their pensions will not be allowed to fall to the 
point of hardship, and that pensioners should not have to wait until time can be 
found for pensions increase legislation in a chronically overloaded Parliamentary 
timetable. We have much sympathy with this point of view. 

G6. We have mentioned in paragraph 55 that the Government are to consider 
the. whole matter of methods of increasing public service pensions in the light of 
their current review of National Insurance pensions, and that this could have a 
significant bearing on the problem. We understand that pending completion of 
their review of this matter, the Government would not be prepared to make 
available or commit public funds in support of any type of automatic or partly 
automatic pensions adjustment. We have been advised that an additional 
contribution would be required in order to guarantee automatic annual increases 
m pensions m payment; for a 2\ per cent annual increase this addition has been 
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estimated as 2J per cent of salary. But no doubt other means of providing for 
pensions increase are also under consideration by the Government, and we 
recognise that whatever system might be considered most suitable for university 
teachers would need to have regard to what was being done generally. We have, 
therefore, refrained from including any specific arrangement in the outline in 
Appendix I ; but we support the principle underlying the recent practice of applying 
the Pensions (Increase) Act by analogy, and we consider that whatever arrange- 
ments for pensions increase may exist after the current Government review 
should be available to university teachers. 

127. It is unlikely that an acceptable scheme could be devised under which 
university teachers themselves paid additional contributions to cover the cost of 
pensions increase arrangements. To the extent that the cost could not be met 
from any surpluses in a superannuation fund, it would therefore seem appropriate 
that the Government should take this factor into account in determining the 
extent of their financial provision for the universities. 



(iii) Factors affecting Cost 

128. We have explained already, in paragraph 27, that the financing of terminal 
salary schemes is in many cases based on a common fund supported by employers’ 
and employees’ contributions assessed as a percentage of salaries; it would be a 
matter of obvious practical necessity in setting up such a scheme, not only to 
fix the employees’ contribution at an acceptable level, but to avoid so far as 
possible any risk of its being increased thereafter. It is a relatively simple 
matter to estimate, in relation to salary levels, career structures and general 
economic conditions at the time of setting up a terminal salary scheme, the 
overall cost of the benefits it is intended to provide, and to express the result in 
terms of a percentage over a normal career of the salaries of the group of 
employees to be covered. 

129. But since the benefits actually provided will be related to retiring salaries 
which may differ from those used in making the estimates, there is necessarily 
some element of uncertainty in this process. It will be evident that to maintain, 
throughout any long period of rising salaries and prices, an undertaking to 
provide ultimate pension benefits bearing a predetermined relationship to 
retiring salary must involve greater cost than if the prevailing economic factors 
had remained unchanged. There is no magic about pension arrangements; the 
simple fact is that benefits must be provided from the proceeds of invested 
contributions paid, on average, many years before the benefits have to be met, 
and this factor affects the finances of a terminal salary scheme rather differently 
from the way in which it affects a scheme based on insurance policies giving 
each individual member a retirement benefit depending solely on the aggregate 
amount of his own and his employer’s premiums over his whole career. 

130. The complexity of the factors involved makes it specially important that a 
funded terminal salary scheme must be valued actuarially from time to time in 
order to ensure that its solvency is being maintained. Advice given to us by the 
Government Actuary indicates that, on the financial basis we explain below, 
deficiencies would be unlikely to arise in the scheme outlined in Appendix I 
unless circumstances of a markedly adverse character were to develop. We have, 
nevertheless, examined the arrangements for dealing with emerging deficiencies 
in the finances of schemes of this kind which apply to various categories of public 

43 



Printed image digitised by the University of Southampton Library Digitisation Unit 



employees. Some of these schemes are funded while other are not; but none 
provides for the additional cost of any such deficiency to be met by the employees, 
and we do not think it would be reasonable to expect university teachers to pay 
additional contributions for that purpose. 

131. We asked the Government Actuary to estimate the cost of the basic 
superannuation scheme outlined in paragraphs 1-13 of Appendix I, without 
taking into account the possibility mentioned in paragraph 117 of increasing 
the level of ‘in service’ death benefit from 2 to 4 years’ salary. He advised us 
that, subject to certain provisos, viz: 

(a) that salary levels do not increase by more than 3 per cent per annum ; 

(b) that favourable investment conditions continue; and 

(c) that the net effect of other factors affecting the scheme, compared with 
recent experience, is not unfavourable, 

benefits of the range and scale indicated could be financed from combined 
contributions of 13 per cent of the salaries of university teachers entering such 
a scheme as we have described in Appendix I at the normal range of ages for 
entry to university service. To this would be added either the 2 per cent of 
salaries needed to finance the supplementary widows’ and orphans’ pensions 
scheme or the one per cent needed to support the higher lump sum death benefit. 

132. This is not to say, however, that a terminal salary scheme could be 
established with an immediate saving, by way of combined superannuation 
contributions to the basic superannuation scheme, of 2 per cent of all university 
teachers’ salaries as compared with the 15 per cent currently payable under 
F.S.S.U.. The Government Actuary emphasises, as we have suggested above, 
that the continuance of existing conditions cannot safely be assumed, and it 
would be prudent in setting up a new scheme to make reasonable provision 
against the risk that adverse experience might result in deficiencies. If, for 
instance, there was a time of severe inflation, pension schemes of the terminal 
salary kind would be likely generally to run into difficulties, and a scheme for 
university staffs would be no exception. Furthermore, a newly established 
scheme of this kind would have to meet an initial deficiency of an amount 
depending on the extent to which existing staff might elect to join it. This 
initial deficiency would arise for two reasons. 

The initial deficiency 

133. The first is that, so far as concerns their future service, the cost of the 
benefits to be provided for existing university teachers would be considerably 
greater than that represented by the normal contribution required from new 
and future entrants to the profession. The rate of contribution necessary to 
meet the cost of benefits under a terminal salary scheme increases with age at 
entry and in general rises to a maximum corresponding to the maximum entry 
age. This is partly a result of the effect of compound interest and partly 
because of the greater chance of survival to draw a pension. Consequently, 
to admit at the outset a large body of employees well above the average age 
for admission would involve greater ultimate expenditure on benefits than could 
be supported from contributions at the normal rates. 

I 34 - Second, there would be the cost of providing benefits in respect of the past 
service of these same existing teachers and we considered whether they might 
be allowed to enter a terminal salary scheme in respect of future service only. 
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We found, however, that, owing to the Inland Revenue restrictions on payment 
of more than one quarter of the benefits in lump sum form, this could not be 
arranged without substantial modification of the terms of the terminal salary 
scheme. 

135. The problems entailed by granting credit in respect of past F.S.S.U. 
service would be considerable. The Hale Committee estimated that, if all past 
university service in F.S.S.U. were allowed to count, the additional capital 
liability imposed at the time of their review on the terminal salary scheme they 
recommended would exceed the capital value of the relevant F.S.S.U. policies 
by £12 m.. In order to arrive at an up-to-date estimate of this cost, we considered 
how these policies could most profitably be utilised. Apparently they could be 
dealt with in three ways; by surrendering them for a capital payment; by con- 
verting them to paid-up policies, with reduced benefits payable under the 
original conditions; or by maintaining them, i.e. continuing to pay the premiums 
for the benefit of the new fund. We found that, legally, all three methods would 
be possible. Exactly what arrangements would be most profitable to a new 
fund would need to be determined on actuarial advice and negotiated with the 
insurance companies when all relevant factors, in particular the numbers of 
existing teachers transferring to the new scheme, were known. It seems likely 
that the last mentioned course would prove to be the most advantageous and 
certainly it would seem desirable to avoid the penalties entailed by surrender; 
but the Trustees of any new fund should be left to negotiate with a completely 
free hand. 

136. With the assistance of the universities and the insurance companies con- 
cerned, the Government Actuary’s Department provided estimates which 
indicated that, if all eligible university employees in post on 31st December, 
1965 joined the terminal salary scheme, the liability assumed by the fund would 
exceed by £20 m. the value of the relevant F.S.S.U. policies if converted into 
paid-up contracts. The estimates, which we compare with the corresponding 
figures mentioned in paragraphs 72-74 of the Hale Committee’s Report, were 
as follows: 





Hale Report 
(Dec. 1958) 


New Calculation 
(Dec. 1965) 




£m. 


£m. 


Net liability — allowing past service to count for pension 


40-3 


75 


Paid-up value of policies in force 


27-7* 


55 


Capital deficiency . . 


12-6 


20 


Surrender value of policies . . 





45 


Salary roll . . . . . . 


18-75 


50 



* The figure actually quoted by the Hale Committee was £26- 4m.. To be consistent with the 
current calculations, the figure quoted here includes the ‘excess value’ of certain policies 
which would provide more than sufficient funds to meet the cost of back service. This factor 
was excluded from the Hale Committee’s estimate. 
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The capital deficiency includes the strain due to admitting at normal rates of 
contribution members entering above the usual entry age, as explained in 
paragraph 133, estimated to amount to approximately £10 m. in December, 1965. 

(iv) Contributions 

137. It will be seen, therefore, that a newly established terminal salary scheme 
for university teachers would need, in addition to a contribution income 
actuarially equivalent to current estimates of the cost of the benefits to be 
provided, sufficient funds both to meet any possible increase in that cost arising 
from adverse economic conditions and to liquidate, over a reasonable period 
of time, an initial deficiency of which the actual amount would depend upon 
the proportion of serving teachers who chose to join, but which might be as 
much as £20 m.. The difference between the present combined contribution of 
15 per cent of teachers’ salaries under F.S.S.U. and the contribution of 13 per 
cent mentioned in paragraph 131 must be viewed in the light of these factors. 
The extent of provision for these purposes would be a matter of judgment since 
in normal conditions a margin sufficient to eliminate all risk of deficiency will 
produce large surpluses. But the Government Actuary considers that a 
combined contribution of 13 per cent plus a supplementary contribution of 
2 per cent would liquidate the initial deficiency in about 20 years on a fairly 
optimistic assessment of future experience or, if a less favourable experience is 
assumed, in something over 40 years. 

138. Rates of employees’ and employers’ contributions to a terminal salary 
scheme for university teachers would have to be decided in the light of this 
advice and the other factors and interests concerned. The Hale Committee 
suggested contributions of 6 per cent by the employee with all the other costs 
met in one way or another by or on behalf of the employer. Clearly one of the 
important factors must be the existing rates of contributions to the F.S.S.U.. 
In the fight of our discussions, we consider that a terminal salary scheme for 
universities might be launched with employees’ contributions either of 5 per cent, 
plus 2 per cent for widows’ and orphans’ pensions, or of 6 per cent if the 
suggestion for an ‘in service’ death benefit of 4 years’ salary were adopted, and 
employers contributions of 8 per cent, plus a 2 per cent supplementary 
contribution which would be subject to reduction or withdrawal in the light of 
the results of periodical valuations of the fund. The net charge borne by 
employees at current levels of taxation for various rates of contribution is shown 
in paragraph 40. 



(v) Administration 

139. In paragraph 58 of their report the Hale Committee pointed out that a 
terminal salary scheme would have to be administered centrally by a body of 
trustees. The launching of a new superannuation scheme for universities and 
for other institutions at present covered by F.S.S.U. would be an operation of 
some difficulty, and we consider that if a new superannuation scheme was 
adopted by the universities it should be administered by the F.S.S.U. Central 
Council. F .S.S.U. would have to continue to operate for many years side by side 
with any new scheme, and there would be considerable advantage to both in 
making use of the experience of the existing organisation, i.e. the Central Council 
and its secretariat. We understand that the Central Council’s Executive 
Committee shares onr view. 
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Chapter VI Summing Up 

140. In previous chapters we have described the present superannuation 
arrangements for university teachers and a possible terminal salary scheme 
alternative, and in Chapter II we have made general comments on the basic 
differences. University teachers will naturally ask which scheme is likely to 
produce better benefits in the future. 

141. The fundamental relationship in any pensions scheme may be expressed in 
the following simple equation: 

BENEFITS = CONTRIBUTIONS. 

In terminal salary schemes benefits are fixed according to length of service and 
final salary, whatever the economic circumstances. The uncertain factor is the 
cost, which has to be expressed in terms of the contributions required. But, as 
we have said in paragraph 130, it is not customary for terminal salary schemes 
whose financing involves public funds to require employees to pay additional 
contributions to meet deficiencies, and, if the relation stated above is expressed 
as: 

BENEFITS = MEMBERS ’ ' + EMPLOYERS’ 

CONTRIBUTIONS CONTRIBUTIONS, 

the element of uncertainty in such schemes is in practice limited to the rate of 
employers’ contributions. 

142. Under the present university superannuation arrangements the relation is: 

members’ employers’ 

BENEFITS = CONTRIBUTIONS + CONTRIBUTIONS + SUPPLEMENTATION. 

TO F.S.S.U. TO F.S.S.U. 

Since the system depends upon investment, normally in the form of insurance 
premiums, of a constant percentage of salary throughout service, both the 
items depending on contributions are pre-determined. Benefits on the other 
hand depend upon such uncertain factors as the teacher’s salary throughout 
his career, the insurance policies selected, the age at retirement and the bonuses 
payable on policies taken out with profits; therefore they cannot be determined 
in advance as a proportion of final salary, and supplementation (again consti- 
tuting an uncertain liability upon the employer) must be added where benefits 
fall below the accepted level. 

143. The only practical way to compare the two schemes is to select a number 
of typical cases and evaluate the corresponding benefits. Comparative figures, 
based on data provided by one of the F.S.S.U. panel offices, are given in 
Appendix VI. This shows future F.S.S.U. benefits expressed as a percentage of 
benefits under a terminal salary scheme. The figures are based on a number of 
assumptions of which the most important are the following: 

(a) that salary scales will increase at the rate of 10 per cent every third year; 

(b) that bonuses will continue at or just below present levels; and 

(c) that the present tax position with regard to pensions schemes continues 
unaltered. 

As everything depends on the soundness of these three assumptions, each will 
be examined in turn. 

Salary scales 

144. Recently published figures suggest that an increase in salary scales of 
10 per cent every three years, or 3-2 per cent a year compound, allows very 
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little for future inflation. The growth of real output per head of working 
population over the decade 1955-65 averaged 2- 1 per cent a year*. Short-term 
fluctuations make it difficult to assess the current rate of growth, but the 
Economic Report on 1966 of H.M. Treasury! indicates (page 24) total growth 
of productive potential at a rate approaching 3 per cent a year which is equal 
to about 2| per cent per head of the working population. If in future university 
teachers’ salaries keep pace in real terms with the rate of growth of output per 
head, the assumption that in cash terms they will increase by 10 per cent every 
three years need not imply any significant increase in prices. 

145. Time will show whether this degree of stability will be maintained over the 
period of 40 years or more. What is clear is that it represents an economic 
climate which is very different from that of the past 15 or 20 years. 

Bonus rates 

146. It is very difficult to forecast whether bonuses will continue at rates 
sufficient to offset or more than offset increases in university teachers’ salary 
scales. There are reasons to suggest that their future performance might be 
significantly better than recent experience might imply. It took time for the 
life offices to adjust their investment policy to inflationary conditions. But a 
substantial proportion of their funds is now invested in equities and property, 
and this may well provide a hedge against inflation. On the other hand, to 
assume that the recent rates of bonuses will represent the average experience for 
the more or less indefinite future may be unwise. It has been pointed out to us 
that the high level of bonuses in recent years owes a great deal to favourable 
investment conditions, evidenced by the very rapid rise in share prices during 
the 1950s and early 1960s. Between 1953 and 1964 the prices of ordinary shares 
rose by around 190 per cent. Even after account is taken of the increases in the 
general price level, the rise in share prices averaged around 7 per cent a year. 
This rise in share prices owed a great deal to special factors, notably reductions 
in company taxation, reappraisal of the value of assets occasioned by threats 
of take-over bids and the switch by many investors, including those affected by 
the Trustee Investments Act 1961, into equities. This was an unusual 
concurrence of events which is unlikely to be repeated. 

Tax treatment 

147. Changes in taxation law and practice may affect any type of pension 
scheme. Pre-1947 schemes such as F.S.S.U. are exempt from some of the rules 
and restrictions applying to more recent schemes and it is impossible to say 
whether this statutory exemption will continue indefinitely. Increases in the 
rate of income tax improve the net pensions from F.S.S.U. compared with 
those from a terminal salary scheme, while decreases have the opposite effect. 

Conclusion 

148. If the three assumptions are accepted, there is no doubt that the great 
majority of teachers entering university service for the first time will do better 



* National Income and Expenditure, 1966 (Table 14) — hmso 7s. 
Annual Abstract of Statistics, 1964 (Table 130)— hmso 32s. 6d. 
Annual Abstract of Statistics, 1966 (Table 129)— hmso 36s. 6d. 

f Published by the Central Statistical Office— hmso 6s. 
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with F.S.S.U, than with a terminal salary scheme. This is true regardless of 
their family circumstances and for all except those whose final promotion comes 
late in their careers. At the same time assumptions (a) and (b) imply a striking 
departure from the experience of the recent past and their validity is questionable. 
A comparatively small change in either of these factors, which are not unrelated, 
could transform the picture. 

149. Most of us have reservations about some— and different— parts of our 
report. This is, perhaps, inevitable in dealing with a subject which is so 
dependent on economic conditions, legislation and individual circumstances over 
the next 40 years. We are all agreed, however, that if an alternative to the 
present arrangements is desired the terminal salary scheme which we have 
outlined is the best that is possible, given existing conditions. The choice will 
have to be made by those to whom our report is addressed, and we feel unable 
to make a clear recommendation. 

150. We cannot close this report without recording our warm appreciation of 
the services of our Secretaries, Mr. J. Fleming and Mr. K. H. R. Maynard. 
Mr. Maynard has borne the brunt of the heavy secretarial work throughout our 
proceedings and his help has been invaluable to us; Mr. Fleming has assisted us 
greatly with his intimate knowledge of F.S.S.U.. We are much indebted also to 
the Government Actuary and his officers for technical assistance given on 
numerous occasions. 



(Signed) 



J. FLEMING \ 

IC. H. R. MAYNARD/ 



Joint Secretaries. 



30 November 1967. 



G. h. maddex (< Chairman ) 

L. P. ANGELL 
EDWARD BRITTON 
J. B. BUTTERWORTH 
J. P. CARSWELL 
G. M. FAIR 
R. C. GRIFFITHS 
J. E. HERBECQ 
D. M. A. LEGGETT 

D. W. LOGAN 

E. P. WELLER 
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APPENDIX I 



Outline of a Suggested Superannuation Scheme for University Teachers 

(Paragraphs 15-17 of this Appendix contain suggestions for a possible supplementary scheme, 
applicable only to male members, providing widows’ and orphans’ pensions.) 



1. Membership 

(1) Membership is to be compulsory for all teachers (and other staff covered) aged less than 
55 who enter service after establishment of the Scheme. 

(2) Persons over 55 may be included if service in another scheme equal in length to not less than 
the period since attaining that age is available for transfer. 

(3) Membership is to be optional for teachers (and other staff) already eligible for F.S.S.U. 
at the inception of the Scheme. Those joining the Scheme will be required to hand over their 
F.S.S.U. policies to the Trustees and will be credited with reckonable service equal to the 
period covered by their existing rights in F.S.S.U. together with any other periods eligible 
to be taken into account under the Scheme for Supplementation of Superannuation Benefits. 

2. Reckonable sendee 

Reckonable service for calculation of benefits under the Scheme is to comprise: 

(a) all service described in paragraph 1(3); 

(b) all subsequent periods of membership of the Scheme for which contributions have been 
paid and not withdrawn (subject to paragraph 10(3)); 

(c) bavk service credits purchased by transfer values received in respect of previous 
pensionable employment; and 

(d) any ‘added years’ of service purchased by payment of additional contributions. 

Provided that, except for the purpose of calculating pensionable salary : 

(i) reckonable service before age 65 is limited to 40 years; and 
(if) no more than 45 years in all can count as reckonable service. 

3. Qualification for pension 

(1) Normal pensionable age is to be 65. 

(2) Members with not less than 10 years reckonable service are to become entitled to pension 
either: 

(a) upon retirement at or after normal pensionable age; 

(b) upon retirement on the ground of ill-health at an earlier age; 

(c) upon reaching normal pensionable age, following withdrawal from service at any 
earlier age otherwise than on the ground of ill-health and provided that rights have not 
been transferred under paragraph 9(1); or 

(d) at an appropriately reduced rate (on an actual basis) at any time between the age 

o) 60 and normal pensionable age, following retirement otherwise than on the ground of 
ill-health. 



4. Pensionable salary 

The benefits payable to or in respect of any member are to be assessed according to the average 
annual rate of salary upon which contributions have been paid for the three years of reckonable 

senuce next preceding his retirement or death. That rate is referred to in this outline as the 
pensionable salary. 



5. Amount of pension 

(1) Pension is to consist of an annuity, together with a lump sum equal in amount to three 
times the rate of the annuity. 
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(2) The rate of the annuity is to be one-eightieth, of the pensionable salary for each year of 
reckonable service, except where: 

(a) retirement is on the ground of ill-health after reckonable service amounting to between 
10 and 20 years, when the annuity is to be assessed as if the member had completed 20 
years or such lesser period of reckonable service as would otherwise have been possible 
by normal pensionable age; or 

(b) payment is to begin before normal pensionable age after retirement otherwise than on 
the ground of ill-health ,when the rate is to be reduced to an extent necessary to secure 
actuarial equivalence with the pension to which the member’s actual reckonable service 
would have entitled him at that age. 

(3) Subject to evidence of good health, a married member retiring on pension may convert up 
to one-third of his personal annuity into an actuarially equivalent annuity to be paid to his 
wife, during any period for which she may survive him, at a rate determined according to 
the respective ages of himself and his wife. This arrangement is subject to the condition that 
the resulting benefit must not exceed the member’s reduced pension. 

6. Benefit upon death in service 

A lump sum is to be paid in respect of members who die in service. The level of this benefit and, 
correspondingly, the rate of members’ contributions will depend upon which of two alternatives 
is adopted by those responsible for establishing the scheme. It will amount to either: 

(a) two years’ pensionable salary, if contributions of five per cent of salary are payable by 
members. In this event there will be a supplementary scheme for male members, providing 
widows’ and orphans’ pensions on the lines indicated in paragraphs 15-17 and requiring 
additional members’ contributions of two per cent of salary; or 

(b) four years’ pensionable salary, if contributions of six per cent of salary are payable by 
members. 

Where death occurs after less than three years of reckonable service, the benefit will consist of 
twice (or four times) the average annual rate of salary paid during the member’s service. 

7. Short service ill-health benefit 

(1) A member retiring on the ground of ill-health after less than 10 years, but not less than 
5 years, of reckonable service is to receive a lump sum payment of an amount equal to Ms 
pensionable salary. 

(2) In the event of ill-health retirement after less than 5 years of reckonable service, a member’s 
personal contributions are to be repaid with compound interest at a rate to be fixed by 
the Trustees. 

8. Death after retirement on pension 

In the event of a pensioner’s death before aggregate payments of pension benefits to him 
have amounted to the lesser of : 

(a) twice the amount of his pensionable salary; and 

(b) the amount that would have been paid, excluding any amount surrendered under paragraph 
5(3), by way of pension benefits if pension had continued in payment for five years, the 
difference is to he paid as a supplementary death benefit. 

9. Benefits and other payments after withdrawal from service 

(1) Upon a member’s transferring to any other scheme approved by the Inland Revenue which 
includes provision for back service credit in respect of such payments, a sum actuarially 
equivalent to the value of his existing rights may be paid to the body managing the other 
scheme at the discretion of the Trustees and at the option of the member, 

(2) A member leaving university employment after 10 or more years of reckonable service, who 
does not within twelve months enter another scheme to which his rights are transferred, 
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will become entitled to pension by virtue of paragraph 3(2) (c) or (d), or, if he rejoins the 
Scheme at any time, that past service will be counted in assessing his future pension 
entitlement. 

(3) A member leaving university employment in any other circumstances is to be entitled to 
withdraw his personal contributions with compound interest to the date of leaving at a rate 
to be fixed by the Trustees. Withdrawal may, however, be deferred at the member’s choice, 
and service for which the contributions have not been withdrawn will remain available for 
aggregation with any future service under the Scheme. 

10. Contributions payable by members 

(1) Contributions are to be paid by members, at a rate of either five per cent or six per cent 
of salary (according to which of the alternatives mentioned in paragraph 6 is adopted in 
devising the Scheme), during all reekonable service after the establishment of the Scheme, 
subject to the following exceptions : 

(a) a member aged less than 65 is to pay no contributions after he has completed 40 years 
of reekonable service; and 

(b) contributions cease to be payable by a member when he has completed 45 years of 
reekonable service. 

Provided that: 

a member who suffers a reduction in salary during his latter years of service may elect to 
continue to contribute as if no reduction had occurred, in order to safeguard his pension- 
able salary (see paragraph 4) — subject to the condition that his total contributions must 
not exceed 1 5 per cent of his reduced salary. (The employers of a teacher who exercises 
this right must contribute on the same basis as the teacher himself.) 

(2) Permission may be given to individual members to pay additional contributions at rates 
actuarially sufficient to support the benefits for a number of ‘added years’ (subject to limits 
approved by the Inland Revenue) of reekonable service in respect of: 

(a) periods spent in acquiring necessary qualifications or in research before entering reckon- 
able service; and 

(b) periods of other pre-university employment for which superannuation rights are not 
transferred from another scheme. 

Provided that: 

(i) additional contributions may not be paid in respect of any number of added years 
which would allow a member to complete 40 years of reekonable service before reaching 
normal pensionable age; and 

(ii) no such contributions may be paid which, together with those payable under para- 
graph 10(1), and any payable under paragraphs 10(3) or 17, would cause a member’s total 
contributions to exceed 1 5 per cent of his salary. 

It is to be open to employing institutions, at their sole discretion, to defray any part of the 
additional contributions payable by members in respect of ‘added years’ of reekonable 
service. 

(3) Members rejoining the Scheme after having cancelled their earlier reekonable service by 
withdrawing contributions under paragraph 9(3) may reinstate that service by payment of 

actuarially sufficient additional contributions, subject to the condition in proviso (ii) to 
paragraph 10(2). 

1 1. Contributions payable by institutions 

Contributions are to be paid by employing institutions at the rate of eight per cent of the 
salaries of all members for the time being in their employment. In addition, a supplementary 
contribution of two per cent of members’ salaries will be paid by institutions, subject to the 
conditions indicated in paragraph 138 of this report. 

12. Funding arrangements for the scheme 

(x) The scheme is to be maintained by two funds under the management of a body of trustees 
responsible for investments of the assets; one to be approved under section 379 and the 
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other under section 388 of the Income Tax Act 1952. The former is to be devoted to the 
payment of annual pensions subject to an over-riding limit imposed by the Inland Revenue 
of £3,000 at normal pensionable age. The latter is to be devoted to the payment of the excess 
of any pensions over this limit together with the lump sum benefits and any other benefits 
not approved for the purposes of the section 379 fund. 

(2) Subject to any necessary allocation of a member’s contributions because the pension will 
exceed £3,000 

(a) members’ normal contributions are to be paid into the section 379 fund; and 

(b) members’ additional contributions are to be paid into the section 379 fund unless 
these contributions purchase the whole of the additional benefits, in which event the 
greater part of the contributions are to be paid into the section 379 fund and the 
balance into the section 388 fund. 

When it is seen that the prospective pension based on a member’s current salary and 
reckonable service will exceed £3,000 at normal pensionable age, an appropriate part of 
the member’s contributions otherwise payable into the section 379 fund is to be paid into 
the section 388 fund. 

(3) Members’ contributions towards pensions for widows and orphans are to be paid into the 
section 379 fund. 

(4) Members will be entitled to relief on their ordinary annual contributions paid into the 
section 379 fund. No relief will be due on any contributions paid into the section 379 fund 
by way of a lump sum or instalments of a lump sum, nor will any relief be due to members 
on contributions paid into the section 388 fund. 

(5) The funds are to be valued at five-yearly intervals by an actuary appointed by the Trustees 
who will be required to indicate in his report whether the contributions are sufficient or 
more than sufficient or less than sufficient to provide for the benefits and to make 
recommendations regarding any surplus or deficiency. 

(6) Provision is to be made for the audit of accounts maintained in connection with the funds 
and for payment out of the funds of fees and other necessary expenses of administration. 

13. Interrelation with the National Insurance system 

No provision is to be made at the inception of the scheme for avoiding overlap between the 
benefits provided by this Scheme and by the national insurance scheme. 

14. Amendments to the Scheme 

The Trustees are to be empowered to amend the rules of the Scheme by agreement with 
employing institutions and in consultation with the Inland Revenue. 

Possible Supplementary Scheme for 
Widows’ and Orphans’ Pensions 

(To accompany provision for lump sum death benefit on the lines of 
paragraph 6(a) above — male members only) 

15. Service counting for benefit 

The service to be taken into account in deciding eligibility for widows’ and orphans’ benefits 
and in assessing their amounts consists of: 

(a) reckonable service after the establishment of the Scheme; and 

(b) any earlier reckonable service for which a member elects to pay contributions towards 
family benefits. 

Annual pensions are to be paid to or for the benefit of the widows and dependent children of 
members dying in service, and of pensioned members, with two years or more service counting 
for benefit. Widows’ pensions are to continue for life or until remarriage; the age to which 
pensions continue to be paid for the benefit of dependent children and the conditions governing 
their payment will be specified by the Trustees. 

53 



Printed image digitised by the University of Southampton Library Digitisation Unit 



16. Rates of Pensions 

(1) Subject to a minimum pension rate of £52 per annum, the rate of widow’s pension is to 
be 1 /240th of the member’s pensionable salary for each year of service counting for benefit 
as described in paragraph 15. 

(2) Where a widow’s pension is payable, pensions are also to be paid for the benefit of 
dependent children, at the rate of one quarter of the widow’s pension for each child, up 
to a maximum of four children. 

(3) Where there is no widow, or if the widow subsequently dies or remarries, children’s pensions 
are to be paid at the following proportions of the rate that would otherwise have been 
payable to a widow: 

(a) one child — one half; 

(b) two children — three quarters; 

(c) three or more children — the full rate. 

17. Contributions payable by members 

(1) Members are to contribute towards family benefits at the rate of two per cent of salary 
during all reckonable service after the introduction of the Scheme. 

(2) It is open to members at their own choice, to have any earlier reckonable service counted 
as described in paragraph 15(b) by either: 

(a) payment of additional contributions of a percentage of salary, subject to the condition 
in proviso (ii) to paragraph 10(2); or 

(b) electing to surrender part of the personal lump sum benefit payable upon retirement or 
death. 

(3) Upon the retirement or death of an unmarried member with no dependent children his 
contributions under (1) above paid during periods after the scheme has ceased to be at risk 
in respect of him (e.g. after the death of his wife— or throughout the entire service of a 
bachelor) are to be repaid together with the full amount of any contributions paid under 
(2), with compound interest at a rate to be fixed by the Trustees. 
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APPENDIX II 



Background 



Superannuation of Teachers in the former Colleges of 
Advanced Technology 



1. At the time of our appointment, in September, 1964, the decision to accord university status 
to the Colleges of Advanced Technology and to comparable institutions in Scotland had 
already been taken, but those institutions had not yet begun to be financed through the 
University Grants Committee. The great majority of their teaching staffs, as teachers employed 
in institutions grant-aided by the Department of Education and Science or by the Scottish 
Education Department, remained subject to the terminal salary superannuation scheme 
applicable to school teachers in public service. 



2. It was to be assumed that when the Colleges attained university status they would seek 
admission to F.S.S.U. and that that system would thereafter constitute the normal super- 
annuation arrangement for their teaching staffs. This would have meant that superannuation 
arrangements for teachers already serving in the Colleges might be forcibly altered by 
administrative changes over which the staffs themselves had no control. On grounds of general 
principle it was desirable to try to ensure that these staffs could not, as a result, be placed at 
any disadvantage. Although as members of the school teachers’ superannuation scheme they 
could expect to benefit from special arrangenents allowing full preservation of past rights on 
transfer to university employment under F.S.S.U., there could be no complete assurance that 
individual teachers, particularly those nearing retirement age or in poor health, would not 
suffer inconvenience or even actual detriment to their pension prospects if compelled to 
transfer. Furthermore, a special difficulty was created by the fact that our review of future 
university pension arrangements would be pending at the time of change; teachers appointed 
to the Colleges within the near future would be uncertain about their prospective pension 
arrangements, and might take the view that they did not wish to make a change to F.S.S.U. 
if there was a prospect of a further change comparatively soon. 

3. To assist in resolution of these problems we were invited to consider, at our first meeting 
on 20th October, 1964, the proposal that, when the Colleges were admitted to F.S.S.U., 
teaching staff already in post and new staff already subject to the teachers’ superannuation 
scheme should be given an opportunity to remain under that scheme instead of changing to 
F.S.S.U.. Any concession must be limited strictly to these two categories. No case could be 
made for offering alternative superannuation arrangements to entirely new staff with no vested 
interest in either system; to do so would in fact tend to create a false impression of the 
intended future status of the Colleges, We were advised that the statutory provisions by which 
the teachers’ superannuation scheme applied to teachers in these Colleges would empower the 
Secretary of State to continue to cover certain staffs under that scheme notwithstanding that 
their employing institutions had attained university status or had been admitted to F.S.S.U.. 
To give effect to an option on the lines proposed it would be necessary, however, to secure a 
complementary concession from the Central Council of the F.S.S.U., exempting teachers 
concerned from the normal condition of obligatory membership. 



Provisional recommendations 

4. Having regard to the special circumstances described in paragraph 2, we decided to recom- 
mend provisionally, subject to the availability of this concession, that the proposed option 
should be offered to the teachers affected. We asked the Central Council, accordingly, to 
consider the proposal as a matter of urgency. 

5. As a corailary to the general proposal, we considered also whether advantage would be 
gained from admitting all the Colleges to participation in F.S.S.U. from a common date. It 
was not to be assumed that their elevation to university status would take place uniformly, and 
piecemeal admittance to F.S.S.U. on the various dates upon which university charters might 
be granted could be expected to complicate administration of the proposed arrangements and 
to create further uncertainty among the staffs affected, not to mention strains between different 
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institutions. We were advised by the Central Council that the actual grant of a charter to a new 
university had no essential significance in determining the date of admission to F.S.S.U. ; in 
principle, admission could be negotiated at any time. We therefore concluded that, if the main 
proposal proved to be practicable, it should operate on the basis of a common date of admission 
of all Colleges to F.S.S.U., preferably 1st April 1965 when they would begin to receive grants 
through the U.G.C. 

Consultation with the interests concerned 

6 . Consultations with the Committee of Principals of Colleges of Advanced Technology, the 
Association of University Teachers and the Association of Teachers in Technical Institutions 
were, accordingly, put in hand on this basis by the Department of Education and Science. It 
was suggested to the associations that: 

(i) the Colleges should become members of the F.S.S.U. from the date on which they would 
be financed through the U.G.C., i.e. 1st April, 1965; 

(ii) subject to the exception mentioned in (iv) below, all persons appointed to their teaching 
staffs on or after 1st April, 1965, should be superannuated under university arrangements; 

(iii) existing members of the Colleges’ teaching staffs should remain subject to the Teachers 
(Superannuation) Acts unless they agreed to withdraw from teachers’ superannuation and 
to come under university arrangements in respect of service from 1st April, 1965; 

(iv) teachers appointed to any of the Colleges on or after 1st April, 1965 should, nevertheless, 
have an option to remain under or re-enter teachers’ superannuation in respect of this service 
if they already had pensionable service (whether immediately before appointment to the 
College or at an earlier date) standing to their credit in the teachers’ scheme; 

(v) the option described in (iv) above should cease to be offered to newly appointed teachers 
after a firm decision had been reached about future arrangements for university 
superannuation as a result of our recommendations; 

(vi) teachers serving ha the former Colleges of Advanced Technology who had remained 
under teachers’ superannuation should have an opportunity to change to university 
superannuation arrangements at the date mentioned in (v); and 

(vii) teachers in the former Colleges of Advanced Technology continuing under teachers’ 
superannuation would have to come under university superannuation arrangements on any 
change of university employer. 

7. Consultation brought to light two points of doubt. The A.T.T.I. pointed out that our 
recommendations, as outlined in paragraph 6, were not entirely clear about the possibility of 
a teacher transferring from one former College of Advanced Technology to another within the 
period specified in paragraph 6(v), i.e. before a firm decision had been reached about the future 
of university teachers’ superannuation as a whole. We confirmed that our intention had been 
to recommend that such a teacher, equally with any other, should be offered the option proposed 
in paragraph 6(iv). The A.U.T. asked for confirmation that the university superannuation 
arrangements referred to in paragraph 6(ii) would include entitlement to supplementation. 
The U.G.C. confirmed that this would in fact be so, although the machinery for including the 
Colleges in the supplementation arrangements remained to be worked out. Our provisional 
recommendations as thus amplified were accepted by the interested associations, and we 
were advised by the Department of Inland Revenue that no tax problems would arise from 
adoption of the transitional arrangements proposed. 

Implementation of oar recommendations 

8. The Executive Committee of the F.S.S.U. Central Council, at a meeting on 19th November, 
1964, approved the principle of individual exemptions from F.S.S.U. in the special circumstances 
envisaged. Following our own meeting on 25th November, the Department of Education and 
Science then announced that the proposed arrangements would he implemented on the basis 
agreed in consultation. Colleges were advised to apply individually to the Central Council so 
that negotiations could be completed in time for the Council’s full meeting in February, 1965, 
enabling the recommendations to be brought into effect for all the Colleges on 1st April, 1965. 
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9. It was subsequently brought to our notice that certain teachers in the Colleges were currently 
paying additional contributions under the teachers’ superannuation scheme, as a condition of 
being allowed to reckon for pension certain pre-teaching employment adjudged to have provided 
experience of value to them as specialist teachers. As the law then stood, it would not have 
been possible for them to continue these payments after transferring to F.S.S.U., and those who 
elected to make the change would lose this additional credit under the teachers’ superannuation 
scheme; this circumstance would clearly have been a deterrent to any such teacher who might 
otherwise have wished to make the change. We considered it to be in line with the spirit of 
our general recommendation that teachers should have all possible freedom of choice of pension 
arrangements during the period of transition, and we accordingly recommended to the Secretary 
of State that consideration should be given to the possibility of changing the law to allow 
individual teachers who transferred to F.S.S.U. to continue paying these additional 
contributions. As a result, a statutory instrument (The Teachers Superannuation (Previous 
Employment) Amending Rules 1965— S.I. 1965 No. 1022) with that effect was brought into 
operation on 30th April, 1965; this has subsequently been replaced, without change of 
substance, by the Teachers’ Superannuation Regulations 1967 (Regulation 32(5) ) which 
came into operation on 1st April, 1967. 

Subsequent recommendations 

10. In March, 1967, we received representations suggesting that the arrangements originally 
made ought to be modified to give teachers who had remained outside F.S.S.U. in 1965 a 
second chance of joining, without waiting for final conclusion of the temporary arrangements 
as indicated above in paragraph 6(vi). The teachers concerned had expected in 1965 a fairly 
early opportunity of making a final decision and, after some two years, were becoming appre- 
hensive that they might suffer serious disadvantage by remaining any longer outside F.S.S.U.. 
The bodies we had consulted in connection with our original recommendations indicated that 
the modification proposed would be acceptable to them; following our meeting on 25th June, 
1967 the U.G.C. announced that it would be open to these teachers to change to F.S.S.U. 

■ on or after 1st July, 1967, and that this option would remain open until the date of the final 
decision mentioned in the earlier announcement. 

Teachers not covered by these arrangements 

11. In formulating our recommendations, we had considered the positions of two other bodies 
of teaching staffs within the Colleges who, although they could not be covered by the main 
recommendations, would be affected by the impending change. 

12. The first of these were certain teachers in the Colleges who, for one reason or another, were 
subject to local government superannuation rather than to the main teachers’ scheme. These 
teachers would apparently have an opportunity of changing to F.S.S.U. when the Colleges 
received their charters as universities, because of the ‘change of employment’ involved by that 
transition, but the conditions of the local government scheme would not allow teachers who 
might choose to remain in that scheme a second option to leave it when future university pension 
arrangements had been finalised. Furthermore, such teachers who might prefer to transfer to 
F.S.S.U. could not have their past local government superannuation rights preserved on the 
favourable terms available under the teachers’ scheme (see paragraph 2). We did not feel able 
to make any general recommendation concerning the operation of the local government 
superannuation scheme, but Colleges were advised that, when the grant of university charters 
gave teachers in this position the opportunity of leaving local government superannuation, they 
might change to the teachers’ scheme with transfer of their past rights under the normal 
public service interchange arrangements. Those who did so would then have pension credit 
under the teachers’ scheme for all their past service and, for the future, could be dealt with under 
the more flexible arrangements available in that scheme. It was not possible, however, to make 
any similar offer to administrators and other non-teaching grades who might be eligible for 
membership of F.S.S.U. 

13. Second were those teachers who, having come to the Colleges from F.S.S.U. employment, 
had continued with insurance policy cover under special arrangements made by the Ministry 
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of Education in 1961, or who were about to transfer from F.S.S.U. before 1st April, 1965, 
and might ordinarily have been covered in that way. There was no means by which arrangements 
already in force could have been altered on our recommendation, but we were able to arrange 
through the Department of Education and Science for those concerned to receive all necessary 
advice as to how the change back to F.S.S.U. would affect their pension prospects, and upon 
steps necessary to ensure that a minimum of inconvenience would result from it. 
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APPENDIX III 



Extracts from the Report of the Hale Committee 

Paragraphs 4-6 [See paragraph 18 of this report] 

Present arrangements in the universities 

4. Under F.S.S.U. the minimum (and normal) contributions are 15 per cent, of the member’s 
current salary, of which he contributes 5 per cent, and the institution to which he belongs 
contributes the remaining 10 per cent. These contributions are generally applied to the payment 
of premiums on life-assurance or annuity policies taken out on behalf of the member, assuring 
benefits payable on his retirement at or after the age of 60 or on his earlier death.* Various 
types of policy, or options as they are called, are available with a number of insurance offices 
on the panel of offices selected by the Central Council of F.S.S.U. It is for the member to 
choose between the available options, which fall into two main classes: 

(i) Endowment assurances with or without profits assuring a lump sum payable on the 
maturity of the policy at age 60 or on the earlier death of the member. A variant of this 
type of option is the double endowment assurance, under which the sum payable on 
maturity is double that payable on death before maturity. 

(ii) Deferred annuities, with or without profits. Such a contract provides no death cover as 
such, but under most policies the premiums paid, often with an allowance for compound 
interest, and sometimes augmented by bonuses, are returned in the event of death before 
maturity. 

As the death cover provided by an endowment assurance has to be paid for, the annuity 
before tax obtainable under such a contract is not usually as large as under a deferred-annuity 
contract. 

5. The choice between endowment assurances and deferred annuities does not determine the 
form in which the benefits will be received, because every endowment-assurance policy contains 
a guaranteed rate for conversion to an annuity, and every deferred-annuity policy contains a 
guaranteed cash option from age 60. The decision whether the benefits under a policy are to be 
paid as a lump sum or as an equivalent annuity rests with the institution, but the member is 
always consulted, and his wishes are not lightly disregarded. 

6. Administration is by a Central Council representative of the institutions constituting the 
system. Although this Council exercises certain powers and can give binding rulings on certain 
specified matters, its authority is derived from the institutions which appoint it, and which 
would have to consent to any major alteration in the system. Since the benefits to which a 
member is entitled under the system are payments due under policies taken out on his behalf 
with one or more of the offices on the panel, and since there is no pooling of resources between 
the panel offices, no central financial administration is required. 

Paragraphs 33-35 [see paragraph 29 of this report] 

Certain Differences Between F.S.S.U. and a Terminal-Salary Scheme 

Differences in the factors determining the amount of benefit 

33. We have already referred to the fact that in F.S.S.U. the amount of benefit is related to 
the total amount of salary earned over the whole career, whereas in the schemes now normal 
in the public services etc. the amount of pension is based on length of service and the amount of 
salary earned only in the final three (or five) years of the career. This difference between the 
two types of scheme means that they are based on different conceptions of what is fair as 
between one member and another. The question is not whether the sum available for expend- 
iture on benefit under one type of scheme is greater than under the other, but of the manner in 
which the sum available for benefit should be distributed among the members of the scheme. 

*There is no provision for premature retirement in the event of ill-health. An option 
providing benefits on such retirement was offered at one time, but was withdrawn for lack of 
support. Such cases are normally dealt with by institutions on an ex-gratia basis. 
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If the assumptions made in framing a scheme of the terminal-salary type are not falsified by 
events, there is no reason (apart from differences of income-tax treatment) why the aggregate 
benefits which a group of employees obtain from such a scheme should differ from the aggre- 
gate benefits which would result from applying the same contributions to a scheme of the 
insurance type. Nevertheless the results of the two schemes for different individuals would be 
quite different. This difference can best be illustrated by imagining a scheme covering only two 
employees, A and B, who both retire drawing equal salaries after service of equal length, but 
who have had quite different careers. A was promoted early in his career to the position reached 
at its end, while B only reached it a few years before his retirement after a career spent mostly in 
a lower position. If the scheme to which both belong is of the terminal-salary type, both A and 
B will receive identical pensions and lump sums. But the amounts contributed by and in respect 
of A will have been considerably greater than those contributed by and in respect of B, and in 
a scheme of the insurance type, like F.S.S.U., this difference would be reflected in their receiving 
different amounts of benefit on retirement. Thus, where the aggregate benefits under two 
different schemes are the same, and the difference is in their distribution between beneficiaries, 
the question which scheme is the more advantageous has meaning only if it is asked in relation 
to an individual beneficiary; and if asked in these terms, the answer is different for different 
beneficiaries. The first question which needs to be asked, therefore, in comparing a scheme of 
the terminal-salary type with one of the insurance type, is not which is the more advantageous, 
but whether benefits should be proportionate to contributions or to terminal salary and 
length of service. 

■j 4. The answer to this latter question is not self-evident. To some it might seem obvious 
that benefits should be proportionate to contributions, and that any other arrangement is 
open to the objection that it takes A*s savings and gives them to B. But this objection will 
not stand close examination. Its weakness is that it is only valid if the sums contributed to 
the superannuation fund by the employer ought to be regarded, from the moment at which 
they are contributed, as appropriated to the pension of the individual employee in respect of 
whom they are contributed. This premise is unsound. The amount to be contributed by the 
employer to the superannuation fund is expressed as a proportion of the employee’s salary 
because the aggregate of the salaries of all the employees in the scheme is a convenient basis 
for determining the total contribution to the fund required from the employer from time to 
time.. This basis of calculation does not imply any appropriation to the pensions of particular 
individuals. If it is accepted that the employer’s contributions are to be regarded as being 
made towards the scheme as a whole, then an arrangement under which each individual’s 
benefits are not proportionate to the contributions paid by and in respect of him would be 
inequitable only in a case in which the benefits were less than the amount earned by the 
employee’s own contributions alone, without those of the employer; and such a case does not 
in practice occur. 

35. If it is accepted that the funds available for superannuation benefits can fairly be distributed 
among employees otherwise than in proportion to the contributions paid in respect of them 
then we think that an arrangement under which the benefits are determined by the length of 
the career and the position reached at the end of it is more satisfactory, at any rate in the 
universities, than one which takes into account the whole of the earnings over the career and 
favours the man who received early promotion over him who was promoted later. Whatever 
may be the case , in other professions, late or early promotion in the universities may be 
iortmtous and quite unrelated to merits, particularly in specialised subjects where the number 
of chairs may be very small and the date of appointment is determined more by the age of 
the previous holder of the chair than by the merits of his successor. Moreover, the terminal- 
salary scheme ensures a closer relationship between the standard of living just before and iust 
after retirement. 
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APPENDIX IV 

Taxation of Retirement Benefits 

1. The table below gives a selection- of figures from the analysis described in paragraphs 45-47 
of the report. The figures in columns (1), (2) and (3) represent the net incomes, after deduction 
of tax, of F.S.S.U. pensioners whose policies produce respectively: 

(1) annuities equal to 70 per cent of the supplementation ‘target’ of 1 /75th of retiring salary 
for each year of service; 

(2) annuities just sufficient to avoid any need for supplementation; and 

(3) annuities exceeding the supplementable level by 30 per cent. 

The figures in the last column represent the corresponding net incomes of pensioners under a 
terminal salary scheme of the kind outlined in Appendix I. 

2. It is assumed that: 

©F.S.S.U. benefits have been taken in lump sum form and converted into immediate 
annuities of which 30 per cent is taxable as unearned income and the remaining 70 per cent 
treated as untaxed capital return; 

(ii) terminal salary lump sums (25 per cent of benefit) have been similarly converted; 

(iii) pensioners are married men taking single life annuities and retiring at 65 with flat rate 
National Insurance pensions of £338; and 

(iv) taxation rates, allowances and age reliefs are at 1965 levels. 



Final Years 

Salary of 



Net pension, inclusive of National Insurance 
pension, after Tax 





Service 


F.S.S.U. 


T.S.S. 






(1) 


(2) 


(3) 








£ 


£ 


£ 


£ 




20 


981 


1,005 


1,205 


1,019 




25 


1,109 


1,171 


1,404 


1,170 


£2,500 


30 


1,250 


1,332 


1,592 


1,321 




35 


1,382 


1,476 


1,782 


1,473 




40 


1,503 


1,620 


1,980 


1,624 




20 


1,135 


1,205 


1,442 


1,200 




25 


1,320 


1,404 


1,685 


1,397 


£3,250 


30 


1,477 


1,592 


1,941 


1,594 




35 


1,653 


1,782 


2,188 


1,790 




40 


1,830 


1,980 


2,424 


1,987 




20 


1,306 


1,390 


1,667 


1,382 




25 


1,503 


1,620 


1,980 


1,624 


£4,000 


30 


1,721 


1,859 


2,279 


1,866 




35 


1,939 


2,101 


2,568 


2,108 




40 


2,157 


2,323 


2,858 


2,350 




20 


1,406 


1,505 


1,822 


1,503 




25 


1,639 


1,766 


2,170 


1,775 


£4,500 


30 


1,884 


2,040 


2,496 


2,048 




35 


2,130 


2,296 


2,822 


2,320 




40 


2,375 


2,546 


3,147 


2,592 
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APPENDIX V 

Scheme for Supplementation of Superannuation Benefits 

[This is a reprint of the memorandum issued by the University Grants Committee] 

1. The purpose of this memorandum is to define the limits within which universities and 
university colleges in Great Britain may supplement superannuation benefits from general 
university income. 

2. The scheme shall be applied as of right to any person who on or after 1st April, 1960, 
retires at the age of 60 or over from full-time service remunerated wholly or partly by a university 
or university college in Great Britain, who immediately before retirement was subject to the 
superannuation scheme operated under the F.S.S.U., and whose pension as defined in paragraph 
6 is less than his appropriate rate as laid down in paragraph 7. However, this is subject to the 
proviso that if, in the case of any member of staff serving on 1st April, 1960, this scheme would 
result in a lower appropriate rate than that under the Scheme for Alleviation of Superannuation 
Hardships (as revised in 1957), the member shall have a right to have this claim to 
supplementation considered on the basis of what the appropriate rate would have been under 
that scheme. 

3. Any benefit payable under this scheme to a person to whom it applies will be an annual sum 
(payable in half yearly or quarterly instalments in arrear from the date of his retirement) 
equal to the difference between his pension and his appropriate rate. Benefits should not be 
paid otherwise than as an annual sum and beneficiaries should be informed that an award of 
benefit under this scheme confers no right which can be commuted by a capital sum or assigned 
to another person. 

4. No benefit may be paid to a person unless five years or more of his university service was 
given in the United Kingdom. 

5. In any case in which the period of university service, as defined in paragraph 9(4), exceeds 
20 years and the appropriate rate exceeds £500, the aggregate of pension and of benefit under the 
scheme shall not exceed two-thirds of the annual rate of salary, as defined in paragraph 9(2), 
at which the beneficiary was last employed. 

6. In this scheme the expression a retired person’s ‘pension’ means the best single ann uity on 
his own life which is obtainable (with the capital sum available on retirement) from the Company 
or Companies with which the individual F.S.S.U. policies had been effected on his behalf, 
provided that : 

(i) there shall be excluded such part of such capital sum as may arise from contributions 
made in respect of service which is not university service; and 

(ii) any benefits received under the F.S.S.U. or any other pension scheme with which he 
was connected during his period of university service are brought into account. 

Where a person to whom this scheme is applied has received in respect of a period of university 
service benefit from a superannuation scheme other than the F.S.S.U., accoimt shall be taken 
of such benefit in arriving at the amount of his pension in the same manner, so far as possible, 
as that in which account is taken of benefits receivable under the F.S.S.U. 

7. The appropriate rate of any pension shall be one seventy-fifth of his terminal salary as 
defined in paragraph 9(3), for each year (not exceeding 40) of his university service, as defined 
in paragraph 9(4). Periods of service of six months or more but less than a year should be 
treated as a year, while periods of less than six months’ service should be ignored. 

8. Retirement pensions under the National Insurance Acts 1946 to 1959 have been taken into 
account in determining the appropriate rates laid down in paragraph 7 ; no further adjustment of 
the rates is required on account of these pensions. 

9. In this scheme the following expressions have the meanings hereby assigned to them, that 
is to say: 

(1) University or university college in Great Britain’ means an institution which receives 
recurrent grants paid by the Treasury on the recommendation of the University Grants 
Committee whether directly or through the Court or Council of a university or a local 
authority. 
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(2) ‘Salary’ means only remuneration taken into account in calculating the contributions 
payable under the F.S.S.U. and ‘remunerated’ relates only to such r emu neration 

(3) ‘Terminal salary’ means the average annual salary, as defined above, over the last thr ee 
years of university service. 

(4) ‘University service’ means full-time service with: 

(a) a university or university college in Great Britain or with a college of the University 
of Oxford or the University of Cambridge; or 

(b) a university or university college outside Great Britain, provided that: 

(i) service with a university or university college outside Great Britain, which is not 
service with a university or university college of the British Commonwealth, shall be 
taken into account in reckoning the period of university service only in the case of a 
person none of the last twelve years of whose university service was given with an 
institution outside the United Kingdom; and 

(ii) where account is taken of a period of service which is not service with a university 
or •university college of the British Commonwealth, only one half of that period shall 
be reckoned as university service; or with 

*(c) one or more of the grant-aided bodies mentioned below during which service the person 
concerned was subject to the F.S.S.U. or to any other scheme having an insurance policy 
basis: 

Nature Conservancy 

Medical Research Council 

Agricultural Research Council 

The National Institute of Agricultural Botany 

The Marine Biological Association of the United Kingdom 

The Freshwater Biological Association 

The Scottish Marine Biological Association 

The Institute of Seaweed Research 

The Fisheries Biochemical Research Unit 

Grant-aided agricultural research institutes under the Ministry of Agriculture, 

Fisheries and Food; 

the Department of Agriculture for Scotland and the Agricultural Research Council 
The three Scottish Colleges of Agriculture 
Cranfield College of Aeronautics 

(5) ‘Service with a university or university college of the BRtish Commonwealth’ means 
service either with an institution included in the fifth edition of the ‘List of University 
Institutions in the British Commonwealth’ (otherwise than in Appendix II thereof) published 
in February, 1959, by the Association of Universities of the British Commonwealth, or with 
an institution which, although not included in that List, was a member or associate member 
of that Association at any time during the period of service concerned. 

10. Where service with any of the grant-aided bodies listed in paragraph 9(4) (c) is taken into 
account the terms to be applied will be those of this scheme. 

11. Any benefit payable under this scheme will be paid by the university or university college 
in Great Britain by which the salary of the beneficiary was wholly or partly paid at the time 
of his retirement. 

* Although no formal amendent to the Scheme has been made, it has been agreed that the 
following bodies shall be added to the list: 

Harper Adams Agricultural College 
Royal Agricultural College 
Seale Hayne Agricultural College 
Fish Helminthology Unit 
Imperial Cancer Research Fund 
Institute of Development Studies 
Natural Environment Research Council 
Science Research Council 
Social Studies Research Council 
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APPENDIX VI 



Comparison of Possible Future Values of F.S.S.U. and Terminal Salary 
Scheme Benefits on the Basis of Illustrative Projections 

1. As stated in paragraph 143 of the Report, this Appendix embodies an attempt tp provide a 
qu an titative indication of the comparative value of the various benefits provided under F.S.S.U. 
and the terminal salary scheme (‘T.S.S.’) respectively; in studying it the very important 
reservations indicated in Chapter VI must be borne in mind. Under the circumstances assumed 
in the calculations F.S.S.U. benefits respond to changes in the financial climate, since con- 
tributions are fixed. Under the T.S.S. the balance of the fund would also be affected and if a 
surplus arises either contributions can be reduced or benefits can be improved — as indeed we 
have suggested earlier they should be. On the actuarial model on which the T.S.S. was costed, 
it is possible to predict that the contributions should support better benefits than those suggested 
if the fund earned interest at a rate appreciably more than 2 per cent above the annual rate at 
which salaries increased. Thus if the F.S.S.U. predictions were realized, substantial surpluses 
in the T.S.S. fund would be available for disposal. 

2. The results set forth are essentially illustrative in character, and for this purpose it has been 
necessary to choose a few specimen career patterns, more or less typical, and to make a number 
of assumptions, more or less tentative. Seven cases were selected, representing actual careers, 
particulars of which were supplied by the representative of the Association of University 
Teachers. The seven persons (all males) were appointed to post and promoted at the following 
ages: 



Case 


Assistant 

Lecturer 


Lecturer 


Accelerated 

Promotion 


Senior 

Lecturer 


Professor 


1 


24 


27 








2 


27 


29 


— 


— 


— 


3 


— 


j| 26 


29 


37 


— 


4 


29 


• '32 


36 


41 


46 


5 


— 


27 


32 


35 


39 


6 


— 


— 


— 


49 


— 


7 


1 


26 


29 


37 


57 



3. The calculations have been based on the following assumptions: 

(a) For the policy benefits typical endowment assurance with profits and deferred annuity 
with profits options have been employed at current premium levels. 

(b) The persons were appointed in 1965 on the salary scales appropriate in that year and, 
throughout their subsequent careers, increases in salary scales occur at the rate of 10 per cent 
every third year. 

(c) Bonus declarations are assumed to continue throughout at the 1965 interim rate of 70s. 
per £100 of sum assured and 35s. per £100 of existing bonuses; no allowance has been made 
for special bonuses, maturity bonuses etc. 

(d) Policy benefits are taken as lump sums and these-— and likewise the lump sums available 
under the T.S.S. — are used to purchase immediate annuities where appropriate. 

(e) In deriving the purchased annuity benefits the rates employed are above those guaranteed 
under F.S.S.U. but below those available for immediate annuities purchased now. 

(f) After age 60 the maturity values of all policies and all subsequent annual contributions 
have been accumulated at 44 per cent per annum. 
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(g) Pension benefits under the T.S.S. comprise a non-cummutable pension of one-eightieth 
of pensionable salary for each year of reckonable service plus a tax-free lump sum equal to 
three years’ pension, (see also (d) above). 

4. Calculation of Net Benefits after Tax. It is assumed that the beneficiary has a wife but 
no other dependants and the benefits have been taxed at the 1966/67 rate of 8/3d. in £1 on the 
following bases and the personal allowance has been offset by the state pension; surtax has 
been ignored. 

(a) T.S.S. Benefits 

(i) The pension is taxed as earned income. 

(ii) The lump sum is assumed to be converted into a purchased annuity which is free of 
tax on the capital content, the balance being taxed as unearned income. 

(iii) Refunds of contributions with compound interest are reduced on account of 
Regulation 8 tax at one-quarter of the standard rate. 

(b) Policy Benefits 

(i) The annuity purchased with the lump sum is free of tax on the capital content and the 
balance is taxed as unearned income. 

(ii) Surrender values and sums payable on death in service are not liable to tax. 

Table 1 — Normal retirement benefits 

5. Comparison of income before and after tax. F.S.S.U. annuities are shown as percentages of 
the aggregate — taken as 100 — of T.S.S. pension and the annuity value of T.S.S. lump sum. 



Retirement Age 


65 


67 


62 


F.S.S.U. Annuity 
from 


Endowment 


Deferred 


Endowment 


Deferred 


Endowment 


Deferred 


Assurance 


Annuity 


Assurance 


Annuity 


Assurance 


Annuity 


Policies 


Policies 


Policies 


Policies 


Policies 


Policies 


Income before tax: 
Case 1 


124 


130 


132 


139 


129 


136 


Case 2 


120 


126 


128 


134 


128 


135 


Case 3 


115 


121 


123 


129 


123 


129 


Case 4 


94 


98 


102 


106 


99 


103 


Case 5 


104 


109 


113 


118 


111 


116 


Case 6 


108 


111 


116 


118 


115 


119 


Case 7 


91 


95 


99 


103 


103 


107 


Income after tax: — 
Case 1 


147 


155 


159 


167 


149 


157 


Case 2 


143 


151 


154 


162 


147 


155 


Case 3 


137 


145 


148 


156 


141 


149 


Case 4 


113 


117 


122 


128 


113 


118 


Case 5 


125 


131 


135 


142 


127 


133 


Case 6 


129 


134 


139 


142 


132 


137 


Case 7 


109 


114 


119 


124 


119 


123 



Table 2 — Ill-health benefits 

6. A direct comparison of ill-health benefits is possible only for the limited range of lengths 
of service for which T.S.S. benefit consists solely of a cash payment, i.e. where breakdown 
occurs before a member has completed the minimum 10 years of reckonable service needed 
to qualify for a continuing pension. For longer careers no satisfactory comparison is possible 

65 



Printed image digitised by the University of Southampton Library Digitisation Unit 



because the variability of retirement age allows no standard on which the cash proceeds of 
F.S.S.U. policies (or T.S.S. lump sums) can be assigned annuity values to be set against T.S.S. 
pension. For what it is worth the following table shows the cash payments under the two 
schemes expressed as a proportion of one year’s salary. 



Cash Sum Payable 





After 9 years' service 


After 4 years' service 


T.S.S. 


F.S.S.U. 


T.S.S. 
(return of 
contribu- 
tions 
less tax) 


F.S.S.U. 


Endowment 

Assurance 


Deferred 

Annuity 


Endowment 

Assurance 


Deferred 

Annuity 


Case 1 


• • • 


1*0 


•87 


•99 


•22 


•39 


•57 


Case 2 


. 


1*0 


•99 


1-04 


•22 


•41 


*57 


Case 3 


. 


1*0 


•94 


1*04 


•23 


•41 


•58 


Case 4 


. 


1*0 


•93 


•99 


•22 


•43 


•57 


Case 5 


. 


1*0 


•81 


•90 


•22 


•42 


•57 


Case 6 


. 


1*0 


1-36 


1-41 


•23 


•59 


•62 


Case 7 


. 


1*0 


•94 


1*04 


•23 


•41 


*58 



Table 3 — Resignation before age 60 

7. Here again only limited comparison is possible. The most important facility offered by the 
T.S.S. is likely to be transfer of accrued rights to one of a variety of similar approved schemes, 
thus securing benefits which will be related to terminal salary in the new employment. It is 
not possible to evaluate rights so transferred in such a way as to allow comparison with the 
paid-up value of F.S.S.U. policies or with the alternative of their tax-free cash surrender value. 

8. Furthermore, surrender value may properly be compared with the accumulated value of 
personal contributions returnable to members of a T.S.S. only in relation to short service cases 
in which no other T.S.S. benefit is available. Return of T.S.S. contributions is of benefit only 
to those whose pension rights cannot be preserved; its purpose is not to match the value of the 
frozen pension offered after 10 years’ reckonable service. For this reason the figures in columns 
(3) and (4) of the table refer only to Case 6. 

9. F.S.S.U. payments are again shown as percentages of their T.S.S. counterparts; the latter— 
taken as 100— represent, in columns (1)~(4), the amount of contributions and interest return- 
able and, in columns (5) and (6), the aggregate of T.S.S. pension and annuity value of T.S.S. 
lump sum. 
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Resignation 



With 4 years' service 



At age 58 



Choice of either 



Benefit 



Cash Sum 



Cash Sum 



Annuity at Age 65 



Type of 


Endowment 


Deferred 


Endowment 


Deferred 


Endowment 


Deferred 


Policy 


Assurance 


Annuity 


Assurance 


Annuity 


Assurance 


Annuity 


Gross Benefit before 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


tax: 














Case 1 


158 


233 


— 


— 


154 


163 


Case 2 . . 


168 


232 


— 


— 


152 


163 


Case 3 . . 


165 


233 


— 


— 


146 


154 


Case 4 . . 


174 


232 


— 


— 


112 


119 


Case 5 . . 


169 


233 


— 


— 


130 


138 


Case 6 . . 


232 


242 


270 


280 


not eligible 


Case 7 . . 


165 


233 


— 


— 


140 


148 


Net Benefit after tax ; 














Case 1 . . 


176 


260 


— 


— 


185 


196 


Case 2 . . 


188 


259 


— 


— 


183 


195 


Case 3 . . 


184 


260 


— 


— 


175 


184 


Case 4 . . 


197 


259 


— 


— 


135 


143 


Case 5 . . 


189 


260 


— 


— 


156 


165 


Case 6 . . 


259 


270 


301 


312 


not eligible 


Case 7 . . 


184 


260 


— 


— 


167 


177 



Table 4 — Benefits upon death in service 

10, The table shows, as multiples of pensionable salary, the tax-free lump sum benefit payable 
upon death in service under both types of F.S.S.U. policy. 





Death during first 
year of service 


Death at age 59 


Endowment 

Assurance 


Deferred 

Annuity 


Endowment 

Assurance 


Deferred 

Annuity 


Case 1 . . 


5-5 


0*26 


6*9 


7*3 


Case 2 . . 


5-0 


0-25 


6*3 


6*6 


Case 3 . . 


5-2 


0*26 


5*7 


6*0 


Case 4 . . 


4-7 


0*25 


4*0 


4*2 


Case 5 . . 


5*0 


0*25 


5*4 


5*6 


Case 6 . . 


1*6 


0*18 


1*7 


1*8 


Case 7 . . 


5*2 


0*26 


4*9 


5*2 
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11. Comparison with one of the alternative versions of the T.S.S. is straightforward; the 
corresponding T.S.S. benefit is a tax free lump sum equal to four years’ pensionable salary, 
payable on death at any time during service. In this connection the analysis given below in 
Table 5 is of interest as giving some indication of the current position. 



Table 5 — Analysis of death cover under F.S.S.U. 

The figures relate to the 28 cases provided for the Government Actuary’s sample by one of the 
larger universities. They exclude details of those members whose policies were not exclusively 
endowment assurances ; the excluded cases have reduced death benefit. 



Case 


Pensionable 

Salary 


Grade 


Years 

Service 


Age 


Present value 
of F.S.S.U. 
endowments 


Death Benefit 
expressed as 
years’-salary 


1 


£ 

2,615 


S 


12 


40 


£ 

12,837 


4-9 


2 


2,430 


L 


13 


46 


9,711 


4-0 


3 


2,910 


S 


22 


44 


13,944 


4-8 


4 


2,740 


S 


56 


40 


10,641 


3-9 


5 


4,130 


P 


11 


57 


7,545 


1-8 


6 


2,492 


S 


12 


42 


10,604 


4-3 


7 


2,505 


L 


18 


45 


9,739 


3-9 


8 


3,250 


R 


30 


53 


12,681 


3-9 


9 


2,825 


R 


13 


39 


15,489 


5-5 


10 


1,825 


L 


8 


32 


11,327 


6*2 


11 


1,200 


A 


3 


26 


7,068 


5*9 


12 


1,675 


L 


3 


30 


8,549 


5*1 


13 


4,250 


P 


34 


59 


9,570 


2*3 


14 


1,740 


L 


3 


32 


10,438 


6*0 


15 


2,463 


L 


17 


45 


11,735 


4*8 


16 


2,420 


L 


10 


41 


11,080 


4*6 


17 


4,100 


P 


6 


60 


3,314 


0*8 


18 


2,908 


S 


19 


46 


12,369 


4*3 


19 


2,420 


L 


15 


44 


10,257 


4*2 


20 


1,655 


L 


4 


32 


9,357 


5*7 


21 


2,115 


L 


6 


37 


7,802 


3*7 


22 


1,000 


D 


2 


26 


6,129 


6*1 


23 


2,945 


S 


5 


42 


11,501 


3*9 


24 


3,560 


S 


19 


44 


17,399 


4*9 


25 


4,000 


P 


22 


50 


14,595 


3*6 


26 


4,000 


P 


8 


45 


13,671 


3*4 


27 


2,250 


« 


3 


38 


8,416 


3*8 


28 


2,335 


L 


13 


52 


5,270 


2*3 


All 










4*2 



Notes : Cases 5 and 17 are both late entrants direct to professorships. In case 13 the premiums 
and benefits were affected by a history of ill-health, but similar effects will not occur 
in future cases because medical evidence is no longer called for. Case 22 is a demonstra- 
tor and case 27 a member of the administrative staff. 

12. Under the alternative version of the T.S.S. the lump sum death benefit would be halved, 
but, in the case of married men would be augmented by the following pension benefits : 

(a) A widow’s pension payable for life or until remarriage, of one two hundred and fortieth 
of pensionable salary for each year of reckonable service; plus 
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(b) A dependent children’s pension of one quarter of the widow’s pension for each dependent 
child up to a maximum of four. If no widow survived, or on the death of the widow, the 
dependent children’s pension would be: 

(i) one child — half the widow’s rate. 

(ii) two children — three-quarters of the widow’s rate. 

(iii) three or more children — full widow’s rate. 



Table 6 — Provision for widows after retirement 

13. Under a T.S.S. incorporating the feature described above in paragraph 12, entitlement to 
the same family provision would arise upon a member’s death after retirement on pension, 

14. Either T.S.S. alternative allows the retiring member subject to certain conditions to convert 
up to one-third of his own pension to secure actuarially equivalent provision for his prospective 
widow. The amount of widow’s pension that can be made available from conversion in this 
way is determined largely by the relative ages of the retiring member and his wife. This table, 
therefore, covers only the adjustment of F.S.S.U. benefits needed to produce a widow’s pension 
equivalent to that described in paragraph 12. 

15. Different ways of using the proceeds of F.S.S.U. policies for this purpose are mentioned 
in Chapter III of the report (paragraph 84). The table illustrates one of them— namely purchase 
of separate annuities for the husband and wife, the latter equivalent to the widow’s pension 
described in paragraph 12 — on the assumption that the wife is five years younger than the 
pensioner. If she is relatively younger the combined income will be less than that shown and 
vice versa. 

16. F.S.S.U. annuities are shown as percentages of the aggregate— taken as 100 — of T.S.S. 
pension and annuity value of T.S.S. lump sum. 



Type of Policy 


Endowment Assurance 


Deferred Annuity 


Benefit 


Husband’s 


Wife’s 


Joint 


Husband's 


Wife’s 


Joint 




Annuity 


Annuity 


Income 


Annuity 


Annuity 


Income 


Income before tax: 














Case 1 


96 


25 


121 


102 


25 


127 


Case 2 


92 


25 


117 


99 


25 


124 


Case 3 


87 


25 


112 


94 


25 


119 


Case 4 


67 


25 


92 


70 


25 


95 


Case 5 


77 


25 


102 


82 


25 


107 


Case 6 


80 


25 


105 


85 


25 


110 


Case 7 


64 


25 


89 


68 


25 


93 


Income after tax: 














Case 1 


115 


27 


142 


122 


27 


149 


Case 2 


110 


27 


137 


118 


27 


145 


Case 3 


105 


27 


132 


112 


27 


139 


Case 4 


80 


27 


107 


84 


27 


111 


Case 5 


92 


27 


119 


98 


27 


125 


Case 6 


96 


27 


123 


101 


27 


128 


Case 7 


77 


27 


104 


81 


27 


108 
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